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Thursday,  February  16,  1995. 
UNITED  STATES  DEPARTMENT  OF  STATE 

WITNESS 

hon.  warren  m.  christopher,  secretary  of  state 

Chairman's  Opening  Statement 

Mr.  Callahan.  Good  morning. 

Mr.  Secretary,  we  are  debating  a  bill,  I  know  it  is  not  one  of  your 
favorite  bills  and  you  would  just  as  soon  we  quit  debating  and  go 
home,  but  we  have  no  control  over  that,  so  we  are  going  to  be  inter- 
rupted every  5  or  10  minutes. 

But  we  are  going  to  continue  the  hearing,  and  we  are  going  to 
try  to  work  amongst  ourselves  to  keep  someone  here  to  let  them 
do  their  questioning  while  others  of  us  go  and  vote.  But  we  are 
going  to  try  to  keep  with  our  12:00  schedule,  because  we  know  your 
schedule  is  pressing. 

So,  hopefully,  we  can  get  through  and  do  all  of  our  voting.  I  know 
you  hope  just  to  delay  that  bill  as  long  as  you  can  on  the  House. 

On  behalf  of  all  of  the  Members  of  the  subcommittee,  Mr.  Sec- 
retary, I  would  like  to  welcome  you  here  today. 

As  you  know  only  too  well,  our  deliberation  is  on  the  President's 
Foreign  Operations,  Export  Financing,  and  Related  Programs  Ap- 
propriations budget  request  for  1996,  which  will  be  of  critical  im- 
portance in  determining  the  future  success  of  America's  foreign  pol- 
icy. 

The  challenge  for  the  subcommittee  is  daunting.  On  the  one 
hand,  we  must  respond  to  the  demands  of  the  American  people  to 
reduce  government  spending.  In  doing  so,  it  will  be  politically  im- 
possible to  spare  foreign  aid  from  these  cuts. 

On  the  other  hand,  these  reductions  must  be  wisely  and  judi- 
ciously taken.  Our  foreign  assistance  and  export  financing  pro- 
grams are  essential  instruments  of  anv  President's  foreign  policy. 

But  in  order  to  be  effective,  these  insiniments  must  enjoy  broad 
bipartisan  support  here  in  the  Congress,  and  equally  important,  re- 
flect the  priorities  of  the  people  back  home  that  we  represent. 

There  is  no  doubt  in  my  mind  that  we  can  achieve  both  these  ob- 
jectives if  we  in  the  Congress  can  forge  a  cooperative  and  construc- 
tive working  relationship  with  the  President,  yourself,  and  other 
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elements  in  the  executive  branch.  I  am  personally  committed  to 
doing  this. 

Mr.  Secretary,  I  must  admit  that  I  was  very  surprised  by  the  size 
of  your  fiscal  year  1996  budget  request.  Without  belaboring  the 
budget  cutting  mood  of  the  American  people,  I  hope  you  will  share 
with  me  the  thinking  that  went  on  in  the  building,  which  resulted 
in  your  request  for  a  billion-dollar  increase  in  foreign  aid,  a  re- 
markable 8  percent  more  than  last  year's  enacted  levels. 

It  should  be  no  secret  to  you  or  your  staff  that  the  Budget  Com- 
mittee's recommendation  for  this  function  is  certain  to  be  consider- 
ably lower  than  last  year's  level. 

This  is  confirmed  by  today's  Washington  Post  article  on  the  Sen- 
ate Budget  Committee's  review  of  foreign  aid.  I  believe  that  our 
subcommittee  may  be  looking  at  a  billion-dollar  reduction  from  last 
year's  enacted  level,  perhaps  more.  This  will  require  over  a  $2  bil- 
lion cut  from  your  current  request. 

Mr.  Secretary,  I  am  very  tempted  to  ask  you  and  your  staff  to 
go  back  to  the  drawing  board  on  this  budget  request.  It  is  very  dif- 
ficult to  justify  the  current  budget  environment. 

Mr.  Secretary,  obviously,  you  have  your  work  cut  out  for  you 
today.  Let  me  repeat  how  pleased  I  am  to  have  you  with  us  today 
and  I  will  be  listening  with  great  interest. 

Mr.  Wilson  is  not  with  us  today,  but  sitting  in  his  place  will  be 
Ms.  Pelosi  from  California,  and  I  would  like  to  see  if  Ms.  Pelosi  has 
an  opening  statement. 

FOREIGN  AID  REDUCTIONS 

Ms.  Pelosi.  Thank  you  very  much,  Mr.  Chairman. 

Welcome,  Mr.  Secretary.  I  extend  a  welcome  on  behalf  of  the  Mi- 
nority Members  of  the  Committee,  and  especially  Mr.  Wilson.  Cir- 
cumstances beyond  his  control  prevented  him  from  being  here,  but 
he  sends  his  best  regards  and  welcome  to  you  as  well. 

Mr.  Chairman,  thank  you  for  the  opportunity  to  make  a  brief 
statement.  This  hearing  marks  the  beginning  of  the  review  of  the 
administration's  request  for  $14.7  billion  in  funding  for  fiscal  year 
1996. 

This  is  a  $1.2  billion  increase  over  the  amount  appropriated  last 
year.  We  will  be  faced  this  year  with  some  very  hard  choices,  all 
of  which  relate  to  how  much  and  which  reductions  will  have  to  be 
made  in  the  Foreign  Operations  bill.  Our  Chairman  has  an  addi- 
tional challenge  this  morning. 

This  is  the  only  appropriations  bill  that  is  $4  billion  less  today 
than  it  was  10  years  ago.  That,  in  large  part,  goes  to  the  monu- 
mental efforts  of  our  former  Chairman  of  the  committee  and  Rank- 
ing Member,  Mr.  Obey,  who  is  here  today.  In  that  10-year  period, 
we  have  made  more  than  $8  billion  in  reductions. 
,  Although  further  reductions  will  have  to  be  made  this  year,  I 
think  we  need  to  keep  in  mind  where  we  have  come  from  in  this 
bill,  how  far  we  have  come  in  making  reductions,  and  the  impor- 
tant task  that  this  appropriations  bill  addresses. 

With  that,  again,  I  welcome  you,  Mr.  Secretary.  I  look  forward 
to  your  testimony. 

Once  again,  I  thank  our  Chairman  for  the  opportunity  to  address 
you. 


Mr.  Callahan.  Thank  you,  Ms.  Pelosi. 

Also  with  us  today  is  the  Ranking  Member  of  the  full  Appropria- 
tions Committee  and  the  former  Chairman  of  this  subcommittee. 

We  certainly,  in  deference  to  you,  Mr.  Obey,  will  permit  you  to 
make  an  opening  statement  as  well,  if  you  so  wish. 

Mr.  Obey.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  don't  want  to  take  a  lot  of  time,  as  you  know, 
we  have  another  bill  on  the  Floor  right  now,  and  I  would  like  to 
participate  in  that  debate,  if  I  can.  I  regard  it  as  the  dumbest  bill 
I  have  seen  in  foreign  policy  in  my  entire  service  in  the  Congress. 
I  can't  quite  figure  out  whether  it  was  designed  that  way  or  if  it 
just  happened  by  accident. 

But  all  I  would  say  is  that  in  light  of  the  comment  made  by  Ms, 
Pelosi,  it  is  true  we  have  reduced  this  bill  over  the  past  eight  years 
by  almost  30  percent.  I  think  I  am  the  only  subcommittee  Chair 
in  the  history  of  the  Appropriations  Committee  to  have  not  one,  not 
two,  but  three  letters  from  former  Republican  Presidents  threaten- 
ing to  veto  the  bills  that  we  produced  out  of  this  subcommittee  be- 
cause they  said  we  cut  too  much  money. 

So  it  is  ironic  to  see  how  times  have  changed.  I  recognize  you 
have  a  tough  job.  I  recognize  the  Chairman  and  Mr.  Wilson  here 
have  a  tough  job.  I  look  forward  to  helping  in  any  way  I  can. 

Mr.  Callahan.  Thank  you,  Mr.  Obey. 

I  would  also  like  to  ask  that  the  opening  statements  of  our  Mem- 
bers be  included  in  the  record. 

With  that,  Mr.  Secretary,  good  morning. 

Secretary  Christopher.  Good  morning,  Mr.  Chairman,  Members 
of  the  committee. 

Mr.  Christopher's  Opening  Statement 

Mr.  Chairman,  I  quite  understand  about  the  votes  you  have 
today,  although,  as  you  said,  I  am  not  a  supporter  of  the  bill,  but 
I  am  quite  interested  in  the  amendments,  so  if  somebody  has  to  get 
up  and  go  vote,  I  will  understand  completely. 

I  am  sorry  Mr.  Wilson  couldn't  be  here  this  morning,  but  I  talked 
with  him  on  the  telephone  last  night,  and  I  look  forward  to  working 
with  him  as  well  as  with  you  as  this  committee  goes  forward. 

And  of  course,  Congresswoman  Pelosi,  a  fellow  Califomian  of 
mine,  is  always  welcome  to  pinch-hit.  So  I  am  very  pleased  to  be 
here  today. 

I  am  here  to  present  this  Subcommittee  on  Foreign  Operations 
with  an  overview  of  our  proposed  1996  budget,  and  to  highlight  the 
foreign  policy  objectives  that  it  supports. 

The  American  people  certainly  have  a  right  to  expect  that  their 
government  will  do  what  is  necessary  to  protect  their  security  and 
prosperity.  No  American  wants  to  live  in  a  world  in  which  nuclear 
weapons  have  fallen  into  the  wrong  hands,  or  in  which  the  United 
States  has  abandoned  its  economic  leadership,  or  in  which  the  post- 
war momentum  toward  peace  and  freedom  has  been  reversed. 

At  the  same  time,  Mr.  Chairman,  the  American  people  rightly  ex- 
pect us  to  apply  the  most  rigorous  standards  to  the  Federal  budget. 
Let  me  assure  you,  Mr.  Chairman,  that  we  have  been  tough-mind- 
ed in  putting  together,  what  I  believe,  is  an  austere  budget. 


The  total  International  Affairs  budget,  some  of  which  comes  be- 
fore you  and  others  come  before  another  committee,  is  $21.2  billion, 
and  that  represents  only  1.3  percent  of  total  Federal  spending.  The 
$14.7  billion,  as  you  can  see  from  the  chart  there,  is  what  comes 
before  your  committee. 

And  while  that  is  about  a  billion  dollars  more  than  the  levels  of 
last  year  that  were  requested,  nevertheless,  when  you  add  in  the 
supplementals  that  are  being  sought,  and  all  for  very  good  emer- 
gency purposes,  I  think  it  is  accurate  to  say  that  the  spending  that 
we  are  requesting  in  the  current  year  is  substantially  similar  to 
what  we  are  requesting  to  spend  in  the  current  fiscal  year. 

As  Congresswoman  Pelosi  has  said,  the  amount  we  are  asking 
now  is  substantially  lower  in  real  terms  than  it  was  a  decade  ago, 
with  substantial  declines  having  taken  place  during  that  period.  I 
do  believe  that  the  amount  we  are  requesting  this  year,  is  the  rock- 
bottom  minimum  that  we  need  to  support  and  advance  America's 
vital  interests. 

I  am  convinced  that  the  investments  that  we  have  made  over 
time  in  diplomacy  and  foreign  assistance  have  directly  contributed 
to  the  security  and  prosperity  of  the  United  States.  The  resources 
that  we  invested  from  the  Marshall  Plan  to  NATO  have  played  a 
decisive  role  in  containing  Communism  and  keeping  our  nation  and 
our  European  allies  strong  and  free. 

Our  investment  in  foreign  assistance  has  ultimately  put  dollars 
into  the  pockets  of  the  American  taxpayer,  many  more  dollars  than 
it  has  ever  taken  out.  Our  exports  to  Latin  America  in  1993,  were 
more  than  two-and-a-half-times  greater  than  the  total  economic  as- 
sistance we  provided  to  Latin  America  in  the  prior  45  years. 

I  would  like  to  ask  you  to  consider  with  me  for  a  moment  the 
lost  opportunities  and  the  likely  threats  that  the  United  States  and 
the  world  would  face  without  the  investment  in  American  leader- 
ship we  have  made  in  the  last  two  years  alone.  Without  American 
leadership,  we  would  have  had  four  nuclear  states  in  the  former 
Soviet  Union  instead  of  just  one.  We  would  have  had  Russian  mis- 
siles almost  certainly  targeted  at  us.  We  would  have  a  full-throttle 
nuclear  program  in  North  Korea. 

We  would  have  no  Uruguay  Round  GATT  agreement  to  expand 
world  trade.  Dictators  would  still  be  terrorizing  Haiti.  A  deepening 
Mexican  economic  crisis  would  be  threatening  stability  along  our 
borders  as  well  as  threatening  emerging  democracies'  market 
economies  around  the  world. 

So  there  is  a  lot  at  stake  here,  Mr.  Chairman.  It  is  very  easy  to 
use  a  slogan  and  say  that  foreign  aid  should  be  cut.  But  when  you 
see  the  results  of  our  International  Affairs  budget,  I  think  the 
American  people  ought  to  know  it  is  very  much  in  their  best  inter- 
est to  continue  these  substantial  expenditures. 

Last  November's  election  certainly  changed  a  great  deal,  but  it 
was  not  a  license  to  lose  sight  of  our  global  interests  or  to  walk 
away  from  our  commitments  to  the  world.  This  budget  that  we  are 
putting  forward  advances  our  interests  and  maintains  our  commit- 
ments around  the  world. 

Approving  it  will  certainly  be  a  stern  test  of  the  willingness  of 
our  Nation  to  dedicate  the  resources  necessary  to  protect  the  secu- 


rity  and  prosperity  of  the  American  people.  It  will  be  a  test,  indeed, 
of  our  commitment  to  remain  engaged  and  to  lead  in  the  world. 

For  the  fiscal  year  1996,  as  you  have  said,  we  are  requesting 
$14.7  billion  to  fund  foreign  operations.  I  would  like  to  explain  to 
you  how  our  request  for  foreign  operations  supports  the  overall 
principles  guiding  our  foreign  policy  as  well  as  our  specific  areas 
of  priority  and  opportunity  for  1995. 

I  hope  it  is  useful  to  the  committee,  if  I  set  forth  the  basic  prin- 
ciples we  are  following  as  well  as  our  priorities  for  the  forthcoming 
year  so  you  can  measure  that  against  the  budget  that  we  are  ask- 
ing. Our  strategy  is  driven  by  four  basic  principles: 

First,  as  a  Nation,  we  must  continue  to  engage  and  lead  in  the 
world. 

Second,  we  must  maintain  effective  relations  with  the  world's 
great  powers.  We  are  in  a  very  fortunate  situation  in  which  all  of 
the  world's  great  powers  are  at  peace  with  each  other,  and  none 
regards  the  other  as  a  direct  military  threat.  And  we  need  to  keep 
it  that  way.  The  United  States  probably  has  a  larger  role  in  keep- 
ing it  that  way  than  any  other  nation. 

Third,  we  must  adapt  and  build  institutions  that  promote  eco- 
nomic and  security  cooperation  around  the  world.  That  is  going  to 
take  some  work  and  some  modernizing  in  this  period,  because 
these  institutions  were  created  in  a  different  time  and  need  some 
changes  to  fit  the  times. 

And  finally,  it  is  very  important  that  we  continue  to  support  de- 
mocracy and  to  defend  human  rights  around  the  world.  In  my 
briefer  oral  statement,  I  will  focus  on  the  first  two  of  those  four 
basic  principles,  American  leadership  and  our  relations  with  great 
powers,  because  they  particularly  touch  on  budgetary  issues. 

As  several  of  our  recent  accomplishments  suggest,  American 
leadership  requires  that  we  be  ready  to  back  our  diplomacy  with 
credible  threats  of  force.  When  our  vital  interests  are  at  stake,  we 
of  course  must  remain  prepared  to  defend  them  and  defend  them 
alone.  But  sometimes  by  leveraging  our  power  through  alliances 
and  institutions  such  as  the  United  Nations,  we  can  advance  our 
interests  and  global  security  without  asking  our  soldiers  to  take  all 
the  risks  or  our  taxpayers  to  pay  all  the  bills. 

That  is  a  sensible  bargain  I  know  the  American  people  support. 
We  are  asking  $100  million  from  this  subcommittee  for  regional 
peacekeeping  efforts.  Most  of  our  peacekeeping  dues  are  funded 
elsewhere. 

The  bill  that  you  are  now  considering  on  the  floor,  the  National 
Security  Revitalization  Act,  is  not  an  appropriate  bill  to  be  passed, 
because  it  misses  the  distinction  between  U.N.  peacekeeping  mis- 
sions and  the  operations  that  we  conduct  voluntarily  under  U.N. 
resolutions — operations  to  isolate  pariah  states,  deter  aggression 
and  protect  humanitarian  relief  efforts  in  places  such  as  Iraq  and 
Bosnia. 

This  bill,  as  you  know,  Mr.  Chairman,  would  reduce  our  peace- 
keeping dues  by  the  cost  of  these  voluntary  operations.  That  would 
cancel  our  entire  peacekeeping  payment,  resulting  in  an  abrogation 
of  our  treaty  obligations  to  the  U.N, 


We  can't  be  foolish  enough  to  think  that  other  nations  wouldn't 
follow  suit.  Our  NATO  allies  and  Japan,  who  also  conduct  many 
voluntary  operations,  would  almost  certainly  follow  suit. 

The  result  would  be  to  destroy  peacekeeping  as  we  know  it,  de- 
stroy it  as  an  instrument  of  American  foreign  policy.  That  would 
eliminate  an  option  that  every  President  since  Harry  Truman  has 
used  to  advance  America's  interest.  It  would  leave  the  President 
with  an  unacceptable  choice  when  an  emergency  arose.  He  would 
have  to  choose  between  acting  alone  or  doing  nothing. 

The  stakes  here  are  absolutely  fundamental,  for  they  involve  the 
ability  of  our  President  to  protect  our  national  security  and  to  use 
every  effective  option  to  advance  the  interests  of  the  United  States. 
They  affect  the  ability  of  the  United  States  to  remain  engaged  and 
to  provide  world  leadership. 

As  I  have  said,  and  Secretary  Perry  has  joined  me  in  saying,  if 
the  bill  is  passed  in  its  current  form,  we  will  have  no  alternative 
but  to  recommend  to  the  President  that  he  veto  this  legislation. 

The  second  principle,  is  that  we  maintain  good  relations  with  the 
powerful  nations  of  the  world.  U.S.  relations  with  Russia  is  a  sub- 
ject that  I  know  is  on  all  of  our  minds.  We  are  deeply  concerned 
about  the  conflict  in  Chechnya,  about  the  tragic  loss  of  life,  the  ex- 
cessive and  indiscriminate  use  of  force  and  the  corrosive  implica- 
tions it  has  for  the  future  of  Russisin  democracy. 

We  have  strongly  emphasized  to  the  Russians  that  the  fighting 
must  end  and  that  there  must  be  a  new  process  of  reconciliation. 
President  Clinton  reiterated  those  points  strongly  in  a  telephone 
call  to  President  Yeltsin  last  Monday,  and  here  before  this  commit- 
tee I  want  to  reiterate  the  importance  of  the  Russians  taking  those 
steps,  bringing  the  fighting  to  an  end  and  commencing  a  process 
of  reconciliation. 

However  tragic  the  situation  is  in  Chechnya,  it  has  not  altered 
our  fundamental  interest  in  helping  Russian  reformers  build  a  na- 
tion that  is  finally  at  peace  with  itself  and  its  neighbors.  Our  as- 
sistance supports  important  programs  in  Russia,  ranging  from  the 
free  press  there,  to  jury  trials,  small  business  development  and  free 
trade  unions. 

Most  of  the  assistance,  and  this  is  a  point  that  is  sometimes 
missed,  has  gone  to  private  organizations  or  to  local  governments 
far  beyond  Moscow.  The  funds  that  do  go  to  the  Central  Govern- 
ment primarily  support  institutional  reforms  necessary  for  democ- 
racy and  market  reform,  such  as  election  assistance,  the  drafting 
of  commercial  codes,  and  the  setting  up  of  privatization  programs. 

Incidentally,  I  think  it  is  very  significant  to  know,  and  sometimes 
we  lose  this  in  the  gloomy  stories  that  come  out,  that  more  than 
half  of  the  Russian  economy  has  been  privatized.  About  40  percent 
of  the  Russian  workers  are  now  working  for  private  firms,  a  vast 
change  that  we  would  like  to  see  continue. 

Of  the  total  of  our  request  of  $788  million  for  the  Newly  Inde- 
pendent States,  more  than  half  will  go  to  states  other  than  Russia 
this  year  for  the  first  time. 

It  is  precisely  because  the  future  of  reform  in  Russia  is  not  as- 
sured that  we  must  persevere  in  support  of  the  people  and  institu- 
tions who  are  struggling  on  behalf  of  reform. 


Some  of  you  may  have  heard  this  morning  on  the  radio  or  tele- 
vision that  President  Yeltsin  made  an  important  speech  to  a  joint 
session  of  the  Russian  Parliament  today.  We  are  still  reviewing  the 
translation  and  text  of  that  speech,  and  I  am  not  prepared  to  give 
you  a  full  analysis  of  it  this  morning.  I  do  want  to  note,  though, 
that  President  Yeltsin  did  commit  himself  again  to  holding  par- 
liamentary elections  at  the  end  of  this  year,  and  presidential  elec- 
tions in  June  of  1996.  I  will  say  here  before  this  committee,  that 
it  is  very  important  that  those  commitments  go  forward  and  be 
kept. 

Now,  turning  to  my  priorities  for  1995,  I  intend  to  focus  on  five 
key  areas  that  I  think  provide  particularly  significant  opportuni- 
ties, and  those  are  priorities  that  you  should  take  into  account  in 
measuring  the  budget: 

First,  we  want  to  continue  our  program  of  advancing  open  trade 
and  seeking  good  American  jobs;  second,  we  want  to  continue  the 
development  of  a  new  European  security  order;  third,  we  want  to 
work  toward  a  comprehensive  peace  in  the  Middle  East;  fourth,  we 
want  to  give  high  priority  to  combatting  the  spread  of  weapons  of 
mass  destruction;  and  fifth,  we  want  to  emphasize  as  an  important 
priority  our  fight  against  international  crime,  narcotics,  and  terror- 
ism. 

Let  me  briefly  commerrt  on  each  of  those  areas  of  priority  or  em- 
phasis. First,  I  believe,  we  must  sustain  the  momentum  we  have 
generated  toward  an  increasingly  open  trading  system,  which  is 
vital  to  American  exports  and  American  jobs.  We  will  implement 
the  Uruguay  Round  during  the  course  of  this  year,  work  with  our 
APEC  partners  in  Asia  to  develop  a  blueprint  for  open  trade  and 
investment  in  the  Asia-Pacific  region,  and  implement  the  Summit 
of  the  Americas  plan  for  open  trade  in  the  hemisphere  by  the  year 
2005. 

At  the  same  time  as  we  work  toward  open  markets  and  open  so- 
cieties around  the  world,  American  companies  and  American  work- 
ers must  be  in  a  position  to  take  advantage  of  the  opportunities 
that  these  negotiations  are  helping  to  create.  That  is  why  I  sit  be- 
hind what  I  call  the  America's  Desk  at  the  State  Department,  and 
why  I  am  determined  to  keep  economic  and  commercial  diplomacy 
at  the  core  of  our  State  Department's  work;  a  new  and  different 
priority  than  in  the  past,  but  one  that  I  deeply  believe  in.  And  I 
want  to  communicate  to  our  embassies  around  the  world  my  own 
sense  of  priorities  in  that  regard. 

In  fiscal  year  1996,  we  are  requesting  approximately  $750  mil- 
lion from  this  subcommittee  to  promote  trade  and  investment  op- 
portunities for  American  businesses,  through  the  Export-Import 
Bank,  the  Overseas  Private  Investment  Corporation  and  the  trade 
and  development  agencies.  I  believe  these  programs  produce  tan- 
gible economic  benefits  for  our  people. 

In  the  second  area  of  opportunity,  we  are  taking  concrete  steps 
to  build  a  new  European  security  architecture.  We  will  focus  on 
maintaining  strong  relations  with  Western  Europe,  consolidating 
democracy  in  Central  Europe,  in  the  former  Soviet  Union,  and  en- 
gaging Russia  as  a  responsible  partner.  The  President's  budget  re- 
quest meets  the  commitment  he  made  in  Warsaw  last  July  to  help 
new  democracies  participate  in  the  Partnership  for  Peace. 
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We  intend  to  help  those  potential  members  prepare  for  obliga- 
tions that  they  will  assume  if  and  when  they  join  NATO.  We  are 
also  requesting  $480  million  through  the  SEED  program  to  main- 
tain our  assistance  for  a  democratic  and  economic  reform  in  central 
and  Eastern  Europe. 

If  I  could  add  here  a  word  with  respect  to  our  program  in  NATO, 
we  think  we  have  a  deliberate,  sound,  and  steady  program  for 
NATO  expansion  to  which  the  President  and  all  the  members  of 
NATO  are  committed.  But  I  think  it  would  be  a  serious  mistake 
to  reach  out  and  designate  certain  countries  for  earlier  membership 
than  other  countries. 

That  might  produce  a  sense  of  complacency  in  those  countries 
designated  and  a  sense  of  discouragement  in  those  countries  ne- 
glected. I  urge  you  not  to  support  that  portion  of  H.R.  872  that  you 
will  be  considering  today.  I  ask  you  to  consider  the  effect  on  coun- 
tries like  the  Baltics  and  Ukraine  if  you  designate  certain  countries 
for  priority  b«ifore  we  know  whether  or  not  they  are  ready  for  mem- 
bership in  NATO. 

I  think  we  have  a  steady  program — some  think  we  are  going  too 
slow,  some  think  we  are  going  too  fast.  I  think  it  is  about  right. 
But  above  all,  I  think  it  would  be  a  mistake  for  the  United  States 
to  say  unilaterally  that  we  think  four  countries  should  come  in, 
leaving  the  other  countries  in  the  Partnership  for  Peace  wondering 
what  their  status  is  and  what  their  future  will  be. 

Our  third  area  of  opportunity  is  advancing  peace  in  the  Middle 
East.  Our  budget  allocates  $5.2  billion  to  sustain  our  efforts  at  a 
very  decisive  moment  in  the  peace  process.  This  budget  includes 
traditional  amounts  of  economic  and  military  support  for  Israel  and 
Egypt.  Our  $75  million  request  for  the  West  Bank  and  Gaza  is  in- 
tended to  promote  Palestinian  self-government  through  economic 
development  and  institution  building. 

Our  proposed  assistance  for  Jordan  is  designed  to  address  both 
economic  development  and  border  security  needs.  The  Jordan  as- 
sistance is  $30  million  in  military  assistance  and  $7  million  in  eco- 
nomic support. 

Last  Sunday,  as  you  perhaps  recall.  President  Clinton  and  I  con- 
vened an  unprecedented  meeting  at  Blair  House,  attended  by  the 
Ministers  from  Israel,  Egypt,  Jordan  and  the  Palestinian  Author- 
ity. It  was  unusual  in  the  sense  that  a  year  or  so  ago,  it  just  would 
not  have  happened.  They  would  not  have  been  comfortable  meeting 
together  and  would  not  have  met  together. 

I  believe  that  this  meeting  here  in  Washington  improved  the  at- 
mosphere between  the  parties  and  will  be  helpful  in  getting  the  ne- 
gotiations back  on  track.  As  you  probably  know  from  the  radio  ad- 
dress. Prime  Minister  Rabin  and  Chairman  Arafat  are  meeting 
today,  and  I  hope  that  what  we  did  last  weekend  will  improve  the 
atmosphere  and  the  environment  for  their  discussions  and  enable 
'  them  to  get  the  process  of  negotiation  back  on  track. 

I  also  want  to  emphasize  the  importance  of  maintaining  momen- 
tum for  a  comprehensive  peace,  which  means  that  Syria  must  be 
included.  The  President  and  I  are  determined  to  use  all  of  our  ef- 
forts to  try  to  make  progress  on  that  negotiating  track  as  well. 

Our  fourth  area  of  emphasis  is  to  intensify  our  efforts  to  stop  the 
spread  of  weapons  of  mass  destruction  and  their  means  of  delivery. 


This  is  going  to  be  a  big  year  for  nonprolife ration.  I  think  our  glob- 
al strategy  in  1995  adds  up  to  the  most  ambitious  nonproliferation 
effort  in  history,  beginning  with  the  indefinite  and  unconditional 
extension  of  the  Nonproliferation  Treaty  which  we  hope  to  reach 
sometime  this  spring. 

The  1996  International  Affairs  budget  dedicates  $166  million  to 
meet  the  threat  imposed  by  proliferation.  Of  this,  $90  million  is 
within  this  committee's  jurisdiction.  We  are  requesting  $25  million 
to  replenish  the  Nonproliferation  Fund  that  will  be  used  to  imple- 
ment specific  nonproliferation  projects. 

We  are  also  requesting  $43  million  as  a  contribution  to  the  Inter- 
national Atomic  Energy  Agency,  an  agency  that  is  always  impor- 
tant, but  especially  so  this  year  because  of  its  role  in  the  implemen- 
tation of  the  Framework  Accord  with  North  Korea. 

Turning  to  the  fifth  area  of  opportunity,  we  plan  to  implement 
a  comprehensive  strategy  to  combat  international  terrorists,  crimi- 
nals and  drug  traffickers.  All  together,  our  budget  request  amounts 
to  $240  million  for  these  efforts.  As  the  President  announced  last 
week,  we  will  soon  be  proposing  legislation  to  combat  alien  smug- 
gling and  illegal  immigration. 

Mr.  Chairman  and  Members,  we  have  made  some  significant 
progress  against  terrorism  in  just  the  past  few  weeks,  from  the 
President's  Executive  Order  freezing  the  assets  of  terrorist  groups 
in  the  United  States,  the  first  time  that  that  has  happened,  to  the 
arrest  of  Ramzi  Yousef,  the  alleged  mastermind  of  the  World  Trade 
Center  bombing.  This  is  a  notice  to  other  terrorists  around  the 
world  that  we  are  going  to  stay  on  their  trail  and  keep  after  them 
wherever  they  are. 

The  President  also  transmitted  to  Congress  our  proposed  Omni- 
bus Counterterrorism  Act  of  1995,  which  will  give  the  executive 
branch  new  tools  to  improve  prevention,  investigation,  and  prosecu- 
tion of  acts  of  terrorism. 

There  is  always  some  danger  in  identifying  areas  of  priority,  but 
I  have  done  so  deliberately  because  it  is  helpful  to  me  and  I  hope 
it  will  be  helpful  to  this  committee.  I  want  to  stress  to  all  of  you 
that  we  will  continue  to  address  many  other  issues  important  to 
our  Nation's  interests  and  to  this  Congress,  such  as  promoting  sta- 
bility and  democracy  in  Asia,  Africa  and  Latin  America. 

America's  engagement  in  the  world  is  also  reflected  in  our  will- 
ingness to  take  on  global  challenges  that  call  for  an  international 
partnership  but  require  United  States  leadership. 

Let  me  mention  just  a  few.  We  cannot  escape  the  consequences 
of  environmental  degradation,  unsustainable  population  growth, 
and  destabilizing  poverty  beyond  our  borders.  We  are  putting  these 
global  challenges  back  where  they  belong,  in  the  mainstream  of 
American  foreign  policy.  Our  fiscal  year  1996  request  for  stabilizing 
world  population  growth  is  designed  to  complement  our  efforts  to 
promote  economic  development. 

I  believe  we  must  sustain  the  momentum  generated  at  last  Sep- 
tember's Cairo  conference.  The  combination  of  too  many  people,  in 
too  little  space,  competing  for  too  few  resources,  clearly  has  had 
tragic  consequences  for  our  environment.  As  Secretary  of  State,  I 
see  environmental  degradation  damaging  the  fragile  economies  of 
the  new  democratic  states  in  the  former  Soviet  Union. 
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It  complicates  the  complex  conflicts  in  the  Middle  East  over 
water  supplies.  It  has  a  way  of  depressing  our  exports  to  the  rap- 
idly growing  markets  of  the  developing  world.  In  short,  I  see  this 
environmental  degradation  as  having  an  impact  on  our  national  in- 
terests in  the  strongest  way. 

Our  budget  requests  $5.2  billion  to  meet  all  of  these  global  chal- 
lenges. This  includes  funding  for  the  multilateral  development 
banks,  the  International  Monetary  Fund,  and  for  debt  reduction.  It 
includes  $101.35  million  for  the  AID  program,  and  voluntary  con- 
tributions to  international  organizations  promoting  economic 
growth.  It  also  includes  $921  million  for  refugee  and  international 
disaster  assistance. 

These  programs  reinforce  in  an  important  way  our  foreign  policy 
goals.  They  strengthen  free  markets,  revitalize  and  modernize  sec- 
tors in  developing  economies,  lift  living  standards,  multiply  de- 
mand for  American  goods,  and  contribute  to  stability  in  countries 
struggling  to  overcome  legacies  of  repression  and  conflict. 

Mr.  Chairman,  at  the  outset  of  my  testimony,  I  noted  some  of  the 
remarkable  opportunities  we  face  in  the  post-Cold  War  era  before 
us  in  this  important  year  of  1995.  It  is  important  that  we  remem- 
ber that  most  of  those  opportunities  are  themselves  the  product  of 
many  years  of  enlightened  American  leadership,  leadership  that  we 
must  and  can  continue. 

As  we  consider  our  most  promising  export  markets,  it  is  useful 
to  remember  our  role  in  creating  those  markets.  For  example,  there 
is  South  Korea.  Once  the  recipient  of  massive  aid  and  now  a  donor 
in  its  own  right.  There  is  the  Philippines,  long  a  treaty  ally,  and 
another  recipient  of  American  assistance,  which  is  now  entering 
the  mainstream  of  Southeast  Asia  economies  and  doing  very  well, 
fortunately. 

In  Poland  and  South  Africa,  our  support  for  human  rights  helped 
to  end  dictatorship,  and  our  support  for  democracy  in  both  of  those 
countries  is  encouraging  remarkable  reforms.  In  such  countries  as 
Mexico  and  Brazil,  our  support  for  open  trade  has  been  an  incen- 
tive and  a  catalyst  for  economic  growth. 

Mr.  Chairman,  the  United  States  is  one  of  the  few  countries  in 
the  world  with  the  power  to  create  its  own  opportunities.  With  your 
support,  we  will  continue  to  use  that  power  to  build  a  world  in 
which  America's  interests  and  values  will  flourish,  a  world  of  open 
societies  and  open  markets. 

Thank  you  very  much,  Mr.  Chairman. 

I  will  now  be  glad  to  try  to  respond  to  your  questions. 

[The  information  follows:] 
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Good  morning.  I  am  pleased  to  appear  before  the  House 
Appropriations  Subcommittee  on  Foreign  Operations  to  provide  an 
overview  of  our  proposed  Fiscal  Year  1996  budget,  and  to 
highlight  the  foreign  policy  objectives  that  it  supports. 

We  live  in  a  world  that  has  been  profoundly  transformed-- 
by  the  end  of  the  Cold  War  and  by  the  triumph  of  democracy  over 
dictatorship  in  many  nations.   It  is  a  world  that  is  taking 
shape  in  ways  that  are  remarkaJsly  consistent  with  American 
ideals  and  conducive  to  American  interests.   Indeed,  it  is  a 
world  that  has  been  shaped  by  the  successful  use  of  American 
power  —  and  by  the  power  of  American  principles. 

But  we  must  not  be  complacent.   Aggression,  intolerance, 
and  tyranny  still  threaten  political  stability  and  economic 
development  in  vital  regions.   Challenges  as  diverse  as  nuclear 
proliferation,  terrorism,  and  environmental  degradation  still 
endanger  our  security  and  prosperity. 

Mr.  Chairman,  the  American  people  have  a  right  to  expect 
that  their  government  will  do  what  is  necessary  to  protect 
their  security  and  prosperity.   No  American  wants  to  live  in  a 
world  in  which  nuclear  weapons  have  fallen  into  the  wrong 
hands;  or  in  which  the  United  States  has  abandoned  its  economic 
leadership;  or  in  which  the  post-Cold  War  momentum  toward  peace 
and  freedom  has  been  reversed. 

At  the  same  time,  the  American  people  rightly  expect  that 
we  apply  the  most  rigorous  standards  to  federal  spending.   We 
have  a  responsibility  to  ensure  that  our  foreign  operations 
cost  no  more  than  is  necessary  to  advance  our  nation's 
interests.   Let  me  assure  you,  Mr.  Chairman,  that  we  have  been 
tough-minded  in  putting  together  what  is  an  austere  budget . 

The  International  Affairs  budget  of  $21.2  billion 
represents  only  1.3  percent  of  total  federal  spending.   Our 
budget  is  now  substantially  lower  in  real  terms  than  it  was  a 
decade  ago.   Despite  the  extraordinary  challenges  we  face,  our 
1996  spending  request  is  essentially  level  with  what  we  are 
spending  in  the  current  fiscal  year  if  the  supplementals  are 
taken  into  account.   Indeed,  the  resources  we  are  requesting 
are  the  rock  bottom  minimum  we  need  to  support  and  advance 
America's  vital  interests. 

Mr.  Chairman,  I  am  convinced  that  the  investment  we  have 
made  in  diplomacy  and  foreign  assistance  has  directly 
contributed  to  the  security  and  prosperity  of  the  American 
people.   From  the  Marshall  Plan  to  NATO,  the  resources  we  have 
invested  have  played  a  decisive  role  in  containing  communism 
and  keeping  the  United  States  and  our  European  allies  strong 
And  free.   The  resources  we  have  invested  in  our  global 
nonproliferation  efforts  over  the  past  four  decades  have  kept 
the  nightmare  of  a  profusion  of  nuclear  weapons  states  from 
coming  to  pass. 
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Our  investment  in  foreign  assistance  has  ultimately  put 
more  dollars  in  the  pockets  of  the  American  taxpayer  than  it 
has  ever  taken  out.   American  firms  now  enjoy  annual  export 
sales  to  South  Korea  worth  triple  the  amount  of  U.S.  assistance 
we  provided  to  it  in  the  decade  following  the  Korean  War.   To 
cite  another  example,  our  exports  to  Latin  America  in  1993 
alone  were  more  than  two  and  a  half-times  greater  than  the 
$30.7  billion  in  economic  assistance  we  provided  between  1949 
and  1993.   That  investment  has  certainly  paid  off — in  American 
jobs  supported  by  those  exports  and  in  a  hemisphere  of 
expanding  opportunity. 

Consider  the  lost  opportunities  and  likely  threats  that 
the  United  States  and  the  world  would  face  without  our 
investment  in  American  leadership  in  the  last  two  years  alone. 
We  would  have  four  nuclear  states  in  the  former  Soviet  Union 
instead  of  one,  with  Russian  missiles  still  targeted  at  us;  we 
would  have  a  full-throttle  nuclear  program  in  North  Korea;  no 
Uruguay  Round  GATT  agreement  to  expand  world  trade;  brutal 
dictators  still  terrorizing  Haiti;  very  likely,  Iraqi  troops 
back  in  Kuwait;  and  a  deepening  Mexican  economic  crisis 
threatening  instability  along  our  border  and  in  emerging  market 
economies  around  the  world. 

Last  November's  elections  certainly  changed  a  great  deal. 
But  they  were  not  a  license  to  lose  sight  of  our  global 
interests  or  to  walk  away  from  our  commitments  in  the  world. 
This  budget  advances  our  interests  and  maintains  our 
commitments.   Approving  it  will  be  a  stern  test  of  our 
willingness  as  a  nation  to  dedicate  the  resources  necessary  to 
protect  the  security  and  prosperity  of  the  American  people.   It 
will  be  a  test  of  our  commitment  to  lead. 

For  Fiscal  Year  1996,  this  Administration  is  requesting 
$14.7  billion  to  fund  Foreign  Operations,  about  $400  million 
more  than  our  outlays  for  the  current  fiscal  year.   Mr. 
Chairman,  allow  me  to  explain  how  our  Foreign  Operations 
request  supports  the  overall  principles  guiding  our  foreign 
policy,  and  the  specific  areas  of  opportunity  that  I  will  be 
pursuing  in  1995. 

The  United  States  seeks  a  world  of  open  societies  and  open 
markets  in  which  American  values  and  interests  can  thrive.   Our 
strategy  is  driven  by  four  principles:  that  we  continue  to 
engage  and  to  lead;  that  we  maintain  effective  relations  with 
the  world's  great  powers;  that  we  adapt  and  build  institutions 
that  will  promote  economic  and  security  cooperation;  and  that 
we  continue  to  support  democracy  and  defend  human  rights. 

As  several  of  our  recent  accomplishments  suggest,  American 
leadership  requires  that  we  be  ready  to  back  our  diplomacy  with 
credible  threats  of  force.   To  this  end.  President  Clinton  is 
determined  that  the  U.S.  military  remain  the  most  powerful  and 
effective  fighting  force  in  the  world — as  it  certainly  is  now. 
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When  our  vital  interests  are  at  stake,  we  must  remain 
prepared  to  defend  them  alone.   But  sometimes,  by  leveraging 
our  power  and  resources,  and  by  leading  through  alliances  and 
institutions  like  the  UN,  we  can  advance  our  interest  in  global 
stability  without  asking  our  soldiers  to  take  all  the  risks,  or 
our  taxpayers  to  pay  all  the  bills.   That  is  a  sensible  bargain 
I  know  the  American  people  support. 

When  the  UN  Security  Council  approves  a  peacekeeping 
mission — and  the  General  Assembly  approves  a  budget  for  that 
mission — every  country  in  the  world  pays  its  share  of  the 
costs.   As  you  know,  the  United  States  also  conducts  voluntary 
operations  to  advance  our  interests,  as  we  do  today  in  Bosnia 
and  northern  Iraq,  and  as  we  did  during  the  Persian  Gulf  War. 
Other  nations  make  substantial  voluntary  commitments  as  well  — 
witness  the  French  troop  deployment  in  Rwanda,  Japan's 
contributions  to  the  Cambodia  peace  process,  and  many  of  our 
NATO  allies'  activities  in  the  former  Yugoslavia. 

Mr.  Chairman,  the  National  Security  Revitalization  Act 
(H.R.  872),  now  before  the  House,  misses  the  crucial 
distinction  between  UN  missions  and  the  operations  we  conduct 
voluntarily  under  UN  resolutions  to  isolate  pariah  states, 
deter  aggression,  and  protect  humanitarian  relief.   The  bill 
would  reduce  our  peacekeeping  dues  by  the  cost  of  our  voluntary 
operations.   That  would  cancel  our  entire  peacekeeping  payment, 
abrogating  our  treaty  obligations  to  the  UN.   Other  countries 
would  surely  follow  suit.   The  effect  would  be  to  destroy 
peacekeeping  as  an  instrument  of  our  foreign  policy. 

In  other  words,  the  effect  of  the  bill  would  be  to 
eliminate  an  option  that  every  American  President  since  Harry 
Truman  has  used  to  advance  our  interests.   It  would  leave  us 
with  an  unacceptable  choice  each  time  an  emergency  arose:   a 
choice  between  acting  alone  and  doing  nothing. 

That  is  the  choice  we  would  face  in  the  Middle  East  if 
peacekeeping  was  no  longer  an  option,  and  UN  troops  were  pulled 
from  the  Golan  Heights  and  the  Iraq-Kuwait  border.   That  is  the 
choice  we  would  face  if  peacekeepers  were  withdrawn  from  a  host 
of  other  flash-points  around  the  world,  including  Cyprus  and 
the  former  Yugoslavia  —  and  the  choice  we  would  still  face  in 
Cambodia  and  El  Salvador  had  peacekeepers  never  been  deployed. 

This  Administration  has  worked  hard  to  ensure  that 
peacekeeping  missions  are  precisely  defined,  that  money  is  not 
wasted,  and  that  tough  questions  are  answered  satisfactorily 
before  new  missions  are  approved.   In  short,  our  goal  has  been 
to  ensure  that  UN  peacekeeping  is  the  effective  tool  it  must  be 
to  advance  American  interests. 
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What  is  at  stake  here  is  absolutely  fundamental:   the 
authority  of  the  President  to  protect  our  national  security, 
and  to  use  every  effective  option  to  advance  the  interests  of 
the  United  States.   The  bill  would  deprive  this  and  every 
future  President  of  the  flexibility  to  make  the  right  choices. 
It  would  impair  the  ability  of  the  United  States  to  remain 
engaged  and  provide  world  leadership.   As  Secretary  Perry  and  I 
indicated,  we  will  recommend  to  the  President  that  he  veto 
legislation  that,  in  its  current  form,  would  undermine  national 
security  in  this  and  other  important  ways. 

We  are  requesting  $100  million  from  this  subcommittee  for 
contributions  to  regional  peacekeeping  efforts,  including  those 
of  the  Organization  for  Security  and  Cooperation  in  Europe,  and 
the  multinational  force  and  observers  in  the  Sinai.   We  are 
also  separately  requesting  funding  for  our  UN  peacekeeping 
assessment . 

The  second  principle  driving  our  strategy  is  the  central 
importance  of  constructive  relations  with  the  world' s  most 
powerful  nations:  our  Western  European  allies,  Japan,  China  and 
Russia.   These  nations  possess  the  political,  economic,  or 
military  capability  to  have  an  impact  —  for  good  or  for  ill  -- 
on  the  well-being  of  every  American.   The  relatively 
cooperative  relations  that  these  countries  now  have  with  us  and 
with  each  other  is  unprecedented  in  this  century,  but  it  is  not 
irreversible . 

Our  strategy  toward  the  great  powers  begins  with  Western 
Europe  and  Japan.   We  must  revitalize  our  alliances  with  this 
democratic  core.   We  must  also  seize  the  opportunities  to  build 
constructive  relations  with  China  and  Russia,  countries  that 
were  not  too  long  ago  our  fiercest  adversaries.   Both  are 
undergoing  momentous,  though  very  different,  transformations 
that  directly  affect  American  interests. 

Our  partnership  with  Japan  is  the  linchpin  of  our  policy 
toward  East  Asia,  the  most  dynamic  and  fastest-growing  region 
in  the  world.   This  Administration  has  placed  the  Asia-Pacific 
at  the  core  of  our  long-term  foreign  policy  approach. 
Realizing  President  Clinton's  vision  of  a  stable  and  prosperous 
Pacific  Community  will  continue  to  be  a  top  priority. 
Moreover,  the  region  figures  prominently  in  many  of  the  central 
areas  of  opportunity  that  we  are  pursuing  in  1995. 

It  is  also  imperative  that  we  reinforce  our  security  and 
political  ties  with  Japan  —  as  well  as  with  South  Korea  and 
our  other  treaty  allies  in  the  Pacific.   It  is  equally 
essential  that  the  strength  of  our  economic  ties  with  Japan 
matches  the  overall  strength  of  our  relationship.   During  this 
year  marking  the  fiftieth  anniversary  of  the  end  of  World  War 
II,  we  will  highlight  and  heighten  our  close  cooperation  on 
regional  and  global  issues  —  while  continuing  to  press  for 
greater  access  to  Japanese  markets. 
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With  China,  we  are  pursuing  constructive  relations  that 
are  consistent  with  our  global  and  regional  interests.   The 
President's  strategy  of  comprehensive  engagement  is  designed  to 
address  a  broad  agenda  with  Beijing  and  to  maintain  momentum  in 
certain  areas  even  as  we  face  problems  on  other  issues.   We 
want  China  to  be  fully  integrated  into  the  international 
community.   For  that  to  happen,  it  must  accept  the  obligations 
that  come  with  membership  in  international  institutions  and 
adherence  to  international  norms. 

We  are  encouraging  China's  participation  in  regional 
security  and  economic  organizations.   We  are  supporting  its 
accession  to  the  World  Trade  Organization  on  proper  terms.   We 
are  seeking  its  full  commitment  to  global  nonproliferation 
regimes.   And  we  are  encouraging  China  to  demonstrate  greater 
respect  for  human  rights  --  an  interest  that  is  clearly 
connected  to  the  issue  of  intellectual  property  rights  because 
both  depend  on  the  rule  of  law. 

The  widespread  pirating  of  computer  software,  videotapes, 
and  compact  discs  in  China  is  unacceptable  to  the  United  States 
and  incompatible  with  China's  responsibilities  as  an  emerging 
economic  power.   The  President  has  indicated  his  willingness  to 
act.   Let  me  add  that  every  business  leader  I  have  heard  from 
on  this  issue  supports  our  course  of  action.   And  let  me 
emphasize  that  China's  leaders  must  understand  that  attracting 
foreign  investment  and  sustaining  long-term  growth  depend  on 
their  willingness  to  meet  global  standards  in  this  key  area. 

We  are  working  to  resolve  our  differences  on  this  issue. 
But  we  are  not  overlooking  the  other  commercial  and  overall 
strategic  interests  that  we  are  pursuing  with  China.   We  will 
continue  to  pursue  a  strategy  of  comprehensive  engagement  where 
it  is  possible  and  where  it  is  in  our  interest  to  do  so--  such 
as  North  Korea,  Cambodia  and  the  control  of  narcotics.   It  will 
take  time,  but  our  goal  remains  to  cultivate  a  broad  and  full 
relationship  with  a  stable,  open  and  prosperous  China  that  is  a 
full  and  constructive  member  of  the  international  community. 

The  United  States,  of  course,  has  an  enormous  stake  in  the 
outcome  of  Russia's  contini^ing  transformation.   A  stable, 
democratic  Russia  is  vital  to  a  secure  Europe  and  a  stable 
world.   An  unstable  Russia  that  reverts  to  dictatorship  or 
slides  into  chaos  would  be  an  imme'diate  threat  to  its  neighbors 
and  once  again  a  strategic  thr«at  to  the  United  States. 

Like  each  of  you,  we  have  been  deeply  concerned  about  the 
conflict  in  Chechnya  --  ahout  the  tragic  loss  of  life,  the 
excessiv'e  and  indiscriminate  use  of  force  against  civilians, 
and  the  corrosive  implications  this  episode  can  have  for  the 
future  of  Russian  democracy.   That  is  why  we  have  emphasized  so 
strongly  to  the  Russian  government  that  the  fighting  must 
end--a  point  that  President  Clinton  reiterated  strongly  on 
Monday  in  a  telephone  call  to  President  Yeltsin.   A  process  of 
reconciliation  must  begin  that  validates  Russia's  commitment  to 
democracy  and  takes  into  account  the  views  of  the  people  of 
Chechnya . 
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The  violence  in  Chechnya  has  not  altered  our  fundamental 
interest  in  helping  Russian  reformers  build  a  nation  that  is 
finally  at  peace  with  itself  and  its  neighbors.   Our  assistance 
supports  programs  ranging  from  Russia's  vitally  important  and 
newly  free  press  to  jury  trials,  small  business  development  and 
free  trade  unions.   Most  of  the  assistance  has  gone  to  private 
organizations  and  to  local  governments  outside  Moscow.   Those 
funds  that  do  go  to  the  central  government  primarily  support 
the  institutional  reforms  necessary  for  democracy  and  market 
reform,  such  as  election  assistance,  the  drafting  of  commercial 
codes  and  the  setting  up  of  privatization  programs. 

We  are  requesting  a  total  of  $788  million  to  support  a 
wide  range  of  programs  to  advance  democratic  and  economic 
reform  in  the  former  Soviet  Union,  more  than  half  of  which  will 
go  to  states  other  than  Russia.   Indeed,  six  of  the  11 
non-Russian  Newly  Independent  States  will  receive  higher  per 
capita  FREEDOM  Support  Act  assistance  than  Russia.   Just  as  the 
Nunn-Lugar  prograim  to  secure  dismantled  Soviet  warheads  is 
defense  by  other  means,  so  too  are  the  funds  for  the  FREEDOM 
Support  Act  an  investment  in  a  safer  future. 

Out  of  the  total  $788  million,  we  will  devote  $504  million 
to  projects  that  spur  development  of  a  viable  private  sector. 
Approximately  $148  million  will  go  to  supporting  the 
development  of  political  parties,  civic  organizations,  and 
independent  labor  unions.   And  approximately  $136  million  will 
support  activities  designed  to  cushion  the  shock  of  transition 
to  a  market  economy. 

It  is  precisely  because  the  future  of  reform  in  Russia  is 
not  assured  that  we  have  persevered  in  our  support  of  the 
people  and  institutions  struggling  on  its  behalf.   Cutting 
assistance  now  would  hurt  the  friends  of  democracy  in  Russia  -- 
the  very  forces  that  have  been  most  critical  of  the  Chechnya 
operation . 

There  are  also  many  vital  security  issues  on  which  we  are 
working  with  Russia,  such  as  Nunn-Lugar  programs  to  secure 
dismantled  warheads,  arms  reductions  agreements  and  cooperation 
on  regional  conflict.   This  aspect  of  our  relationship  has  paid 
off  for  every  American  —  from  reducing  the  nuclear  threat  to 
advancing  peace  in  the  Middle  East. 

Chechnya  has  raised  questions  about  Russia' s  commitment  to 
democratic  processes,  economic  reform,  and  international 
standards  of  conduct.   Our  approach  is  designed  to  reinforce 
democratic  trends  in  Russia  and  to  encourage  the  government  in 
Moscow  to  pursue  policies  consistent  with  these  principles.   We 
will  assess  Russia's  actions  in  Chechnya,  its  domestic  programs 
and  international  initiatives  in  light  of  this  objective,  and 
we  will  adjust  our  policy  accordingly. 


18 


-7- 


The  third  principle  guiding  our  overall  strategy  is  that 
if  the  historic  movement  toward  open  societies  and  open  markets 
is  to  endure,  we  must  adapt  and  revitalize  the  institutions  of 
global  and  regional  cooperation.   After  World  War  II,  the 
generation  of  Truman,  Marshall,  Acheson,  and  Vandenberg  built 
the  great  institutions  that  gave  structure  and  strength  to  the 
common  enterprise  of  western  democracies:   promoting  peace  and 
economic  growth.   Now,  as  President  Clinton  said  in  his  recent 
meeting  with  German  Chancellor  Helmut  Kohl,  "We  will  consider 
how  to  move  toward  NATO's  expansion  to  Europe's  new  democracies 
and  how  to  adapt  the  international  institutions  to  serve  us  for 
the  next  50  years." 

At  the  President's  initiative,  we  and  our  G-7  partners 
will  chart  a  strategy  in  Halifax  this  June  to  adapt  the 
post-war  economic  institutions  to  the  more  integrated  post- 
Cold  War  world.   We  will  assess  what  changes  need  to  be  made, 
and  determine  how  to  modernize  these  institutions  for  the 
future.   We  are  also  helping  regional  institutions  and 
structures  like  the  Organization  of  American  States,  ASEAN,  and 
the  Organization  of  African  Unity  to  support  peace  and 
democratic  development. 

The  fourth  principle  is  the  fundamental  role  that 
democracy  and  human  rights  have  in  this  Administration's 
foreign  policy.   Our  commitment  is  consistent  with  American 
ideals.   It  also  rests  on  a  sober  assessment  of  our  long-term 
interest  in  a  world  where  stability  is  reinforced  by 
accountability  and  disputes  are  mediated  by  dialogue;  a  world 
where  information  flows  freely  and  the  rule  of  law  protects  not 
only  political  rights  but  the  essential  elements  of  free  market 
economies . 

The  State  Department  recently  issued  its  19th  annual 
report  on  human  rights  practices  worldwide.   The  first  reports 
were  prepared  under  my  direction  in  1977  during  my  first  year 
as  Deputy  Secretary  of  State.   Those  early  reports  were  small 
in  scale  and  narrow  in  scope  compared  to  today's  effort.   The 
Country  Reports  help  us  to  shape  our  diplomacy,  assistance  and 
trade  policy.   We  use  them  as  we  work  with  foreign  governments, 
international  organizations,  and  NGO' s .   They  are  also 
important  in  their  own  right,  because  they  shine  a  bright  light 
on  human  rights  violations  that  might  otherwise  be  shielded  by 
a  veil  of  secrecy  and  indifference. 

In  FY  1996,  we  are  requesting  $480  million  through  the 
SEED  program  to  maintain  our  assistance  for  democratic  and 
economic  reform  in  Central  and  Eastern  Europe.   These  funds 
will  support  social  sector  reform  in  areas  like  health  and 
housing.   They  will  help  build  accountable,  responsive  public 
administration  at  the  central  and  local  levels.   And  they  will 
promote  small  business  development  to  spur  job  creation. 
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Our  budget  requests  funds  for  Countries  in  Transition  such 
as  Haiti,  Cambodia,  and  Angola.   In  Haiti,  our  continued 
support  will  help  consolidate  democracy  and  promote  the 
economic  development  that  will  enable  the  majority  of  Haitians 
to  overcome  poverty  and  raise  their  living  standards.   Cambodia 
has  struggled,  so  far  with  encouraging  success,  to  overcome  a 
tragic  legacy  of  war,  repression,  and  genocide.   We  have 
designated  funds  to  support  democratic  and  market  reform, 
including  the  implementation  of  transparent  legal  and  judicial 
reforms.   Angola  is  trying  to  lift  itself  up  from  the  morass  of 
Africa's  longest  running  conflict.   Our  request  for  that  nation 
can  make  a  difference  on  behalf  of  democracy  and  stability. 

Part  of  this  request  will  go  to  other  African  countries  in 
transition  to  support  credible  elections,  respect  for  the  rule 
of  law,  and  good  governance.   And  additional  funds  will  support 
a  wide  variety  of  programs  in  Latin  America  and  the  Caribbean 
to  promote  and  strengthen  democratic  institutions,  local 
government,  police  training,  the  media,  and  grass-roots 
non-governmental  organization  development. 

Mr.  Chairman,  the  Summit  of  the  Americas  demonstrated  that 
this  hemisphere  has  committed  itself  to  democratic 
institutions,  respect  for  human  rights,  and  free  markets.   Only 
one  country  out  of  35  was  not  invited  to  the  Summit,  the  one 
country  that  rejects  the  shared  goals  of  those  who  came  to 
Miami  in  December.   That  country  is  Cuba. 

The  fundaunental  goal  of  our  Cuba  policy  is  a  peaceful 
transition  to  democracy,  respect  for  the  human  rights  of  the 
Cuban  people,  and  an  open  economy  with  opportunity  for  all. 
This  Administration  is  committed  to  a  vigorous  pursuit  of  that 
objective.   We  believe  the  best  means  of  achieving  this  goal  is 
the  course  outlined  by  the  Cuban  Democracy  Act.   We  believe  the 
enforcement  of  the  embargo,  and  the  pressures  it  brings  to  bear 
on  the  regime  in  Havana,  are  hastening  the  day  when  democracy 
will  return  to  Cuba. 

OPPORTUNITIES  FOR  1995 

In  1995,  guided  by  these  four  basic  principles,  I  intend 
to  focus  on  five  key  areas  that  offer  particularly  significant 
opportunities:   advancing  the  most  open  global  trading  system 
in  history;  developing  a  new  European  security  order;  helping 
achieve  a  comprehensive  peace  in  the  Middle  East;  combatting 
the  spread  of  weapons  of  mass  destruction;  and  fighting 
international  crime,  narcotics,  and  terrorism. 

Open  Trade.  Exports  and  Jobs 

First,  we  must  sustain  the  momentum  we  have  generated 
toward  the  increasingly  open  system  that  is  vital  to  American 
exports  and  American  jobs.   A  core  premise  of  our  domestic  and 
foreign  policy  is  that  our  economic  strength  at  home  and  abroad 
are  mutually  reinforcing.   I  believe  that  history  will  judge 
this  emphasis  to  be  a  distinctive  imprint  and  a  lasting  legacy 
of  the  Clinton  Administration. 
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This  year,  we  will  take  steps  to  implement  the  Uruguay 
Round  and  ensure  that  the  new  World  Trade  Organization  upholds 
essential  trade  rules  and  disciplines.   We  will  work  with  Japan 
and  our  other  APEC  partners  to  develop  a  blueprint  for 
achieving  open  trade  and  investment  in  the  Asia-Pacific 
region.   We  will  begin  to  implement  the  Summit  of  the  Americas 
Action  Plan  for  open  trade.   And  last  week.  Ambassador  Kantor 
announced  that  we  will  also  begin  to  negotiate  Chile's 
accession  to  NAFTA. 

At  the  same  time,  American  companies  and  workers  must  be 
in  a  position  to  take  advantage  of  the  opportunities  that  these 
negotiations  are  helping  to  create.   That  is  why  this 
Administration  is  sparing  no  effort  to  make  sure  that  our 
companies  can  compete  on  a  level  playing  field.   That  is  why  I 
sit  behind  what  I  call  the  America  Desk  at  the  State 
Department,  and  why  I  am  determined  to  keep  economic  and 
commercial  diplomacy  at  the  core  of  the  Department's  work. 

This  Administration  has  achieved  an  unprecedented  degree 
of  focus  and  coordination  in  our  export  promotion  efforts. 
Over  the  past  two  years,  our  export  promotion  efforts  have 
created  more  than  one  million  high-paying  American  jobs.   This 
budget  will  help  sustain  that  performance. 

In  FY  1996,  we  are  requesting  approximately  $750  million 
from  the  Foreign  Operations  Subcommittee  to  promote  trade  and 
investment  opportunities  for  American  businesses  through 
programs  run  by  the  Export-Import  Bank  (Ex-Im) ,  the  Overseas 
Private  Investment  Corporation  (OPIC) ,  and  the  Trade  and 
Development  Agency  (TDA) . 

Of  this  amount,  the  Administration  is  requesting  $823 
million  for  the  Ex-Im  Bank  loan  subsidy  program  and  $47  million 
for  the  bank's  operations  in  FY  1996.   Direct  loans,  loan 
guarantees,  credit  insurance,  and  capital  guarantees  from  the 
Bank  help  American  exporters  to  meet  government-supported 
competition  from  other  countries  and  to  otherwise  finance 
sales.   Since  opening  its  doors  in  1934,  Ex-Im  has  helped 
finance  almost  $300  billion  worth  of  U.S.  exports.   We  will 
request  $95  million  in  budget  authority  and  -$191  million  in 
negative  budget  authority  for  OPIC.   And  we  are  requesting  $67 
million  for  the  TDA,  which  will  fund  feasibility  studies 
critical  to  private  sector  involvement  in  foreign  markets. 

Let  me  add  a  word  about  an  issue  that  has  occupied  the 
attention  of  the  Administration  and  the  Congress  in  recent 
weeks:  the  Mexican  financial  crisis.   Two  weeks  ago,  the 
President  decided  that  the  situation  had  to  be  addressed 
without  further  delay.   With  the  support  of  the  congressional 
leadership  of  both  parties,  he  took  decisive  action  to 
safeguard  the  prosperity  of  our  people,  the  security  of  our 
borders,  and  the  stability  of  our  closest  Latin  neighbor  and  of 
other  emerging  markets  in  which  we  have  a  growing  stake. 
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In  the  long  run,  of  course,  stability  in  Mexico  will 
depend  on  the  Mexican  government's  ability  to  consolidate 
economic  and  political  reform.   As  you  know.  President  Zedillo 
last  week  ordered  the  arrest  of  the  leaders  of  the  rebel 
movement  in  Chiapas.   We  recognize  that  the  Mexican  government, 
indeed,  all  governments,  have  a  responsibility  to  protect  their 
citizens  against  violence  and  lawlessness.   We  are  pleased  to 
note  that  President  Zedillo  also  called  for  a  special  session 
of  the  Mexican  Congress  to  address  the  underlying  problems  in 
the  region.   Two  days  ago.  President  Zedillo  ordered  Mexican 
forces  to  cease  fire  and  not  to  advance  further  into 
rebel-controlled  territory.   He  reiterated  his  offer  of  amnesty 
to  rebels  who  lay  down  their  arms.   The  United  States  agrees 
with  President  Zedillo  that,  in  his  words,  "a  solution  to  this 
conflict  should  come  through  full  respect  for  the  law,  through 
political  channels  and  through  conciliation." 

European  Security  Architecture 

In  our  second  area  of  opportunity,  we  are  taking  concrete 
steps  to  build  a  new  European  security  architecture.   Deep 
political,  economic,  and  cultural  bonds  continue  to  make 
Europe's  security  and  prosperity  essential  to  ours.   Our 
efforts  will  focus  on  maintaining  strong  relations  with  Western 
Europe,  consolidating  democracy  in  Central  Europe  and  the 
former  Soviet  Union,  and  engaging  Russia  as  a  responsible 
partner. 

We  are  pursuing  these  goals  through  continued  development 
of  NATO  and  its  outreach  to  the  east,  strengthening  the 
Organization  for  Security  and  Cooperation  in  Europe,  building 
our  relationship  with  the  European  Union,  and  developing  a 
cooperative  NATO/Russia  relationship  in  promoting  European 
security. 

NATO  remains  the  anchor  of  American  engagement  in  Europe 
and  the  linchpin  of  transatlantic  security.   NATO  has  always 
been  more  than  a  transitory  response  to  a  temporary  threat.   It 
has  been  a  guarantor  of  European  democracy  and  a  force  for 
European  stability.   That  is  why  its  mission  has  endured,  and 
why  its  benefits  are  so  attractive  to  Europe's  new  democracies. 

NATO  has  previously  welcomed  new  members  who  shared  its 
purposes  and  who  could  add  to  its  strength.   With  American 
leadership,  NATO  agreed  last  December  to  begin  a  steady, 
deliberate  process  that  will  lead  to  further  expansion.   We 
have  already  begun  to  examine  with  our  Allies  the  process  and 
objectives  of  expansion.   We  intend  to  share  our  conclusions 
with  the  members  of  the  Partnership  for  Peace  this  fall  so  that 
at  the  December  Ministerial  we  can  evaluate  the  results  of  our 
consultations  and  be  ready  to  consider  next  steps. 
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Our  strategy  encourages  new  democracies  to  become 
responsible  partners  in  a  new  European  security  order.   The 
Partnership  for  Peace  is  a  critical  tool  for  cooperation 
between  NATO  and  the  24  partner  states.   It  is  also  the  best 
path  to  membership  for  countries  wishing  to  join  the  Alliance. 
The  President's  budget  request  meets  the  commitment  he  made  in 
Warsaw  last  July  to  help  the  states  of  Central  and  Eastern 
Europe  participate  in  the  Partnership  for  Peace,  and  to  help 
potential  members  prepare  for  the  obligations  they  will  assume 
if  they  join  NATO.   Our  budget  includes  $85  million  for  that 
purpose . 

Our  step-by-step  approach  to  NATO  expansion  is  designed  to 
ensure  that  each  potential  member  is  judged  fairly  and 
individually,  by  its  capacity  to  contribute  to  NATO's  goals  and 
the  strength  of  its  democratic  institutions.   By  following  this 
approach,  we  give  every  new  democracy  a  powerful  incentive  to 
consolidate  reform.   We  remain  convinced  that  arbitrarily 
locking  in  advantages  for  certain  countries,  or  setting 
specific  timetables,  could  discourage  reformers  in  countries 
not  named  and  fester  complacency  in  countries  that  are. 

The  tragic  war  in  Bosnia  underscores  the  importance  of 
building  an  effective  new  architecture  for  conflict  prevention 
and  resolution  in  Europe.   Together  with  our  partners  in  the 
Contact  Group,  we  are  seeking  a  negotiated  solution.   The 
Contact  Group  plan  with  its  51/49  territorial  division  must  be 
the  basis  for  a  settlement,  and  Bosnia's  territorial  integrity 
and  independence  must  be  respected. 

As  you  know,  a  ceasefire  and  formal  cessation  of 
hostilities  have  been  achieved  and  are  largely  holding.   We  are 
taking  advantage  of  this  opportunity  to  intensify  our 
diplomatic  efforts  to  bring  an  end  to  the  war.   Last  week  in 
Munich,  Defense  Secretary  Perry  and  Assistant  Secretary  of 
State  Richard  Holbrooke  met  with  Bosnian  Muslim  and  Croat 
leaders  to  bolster  support  for  their  planned  confederation. 

We  believe  the  French  proposal  for  a  conference  involving 
the  Bosnian,  Croatian  and  Serbian  Presidents  --  if  properly 
structured--could  advance  our  goals  for  the  former  Yugoslavia, 
including  political  settlements  in  Bosnia  and  Croatia.   We 
would  want  the  conference  to  be  held  in  the  context  of  Contact 
Group  efforts.   And  we  would  not  favor  participation  of  the 
Bosnian  Serbs  until  they  have  accepted  the  Contact  Group  plan. 
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At  a  meeting  in  Paris  on  February  14,  the  Contact  Group 
decided  on  a  bold  initiative  that  would  tie  President 
Milosevic's  recognition  of  Bosnia  and  other  former  Yugoslav 
republics,  as  well  as  even  tougher  sanctions  enforcement 
against  the  Bosnian  Serbs,  to  sanctions  relief  for  limited, 
renewable  periods.   We  have  consulted  with  Bosnian  President 
Izetbegovic  and  he  fully  supports  this  approach.   This  package 
would  provide  a  firm  foundation  for  Bosnian  sovereignty  within 
the  peace  plan.   It  would  build  a  process  of  cooperation  with 
Serbia.   And  it  would  undercut  Pale  Serb  claims  of  legitimacy. 
The  proposal  we  will  present  to  Milosevic  is  fully  consistent 
with  the  principles  of  the  Contact  Group  plan.   Our  objective 
remains  what  it  has  always  been:  Bosnian  Serb  acceptance  of  the 
Contact  Group  plan  and  map. 

I  remain  convinced  that  only  a  negotiated  settlement  has 
any  chance  of  lasting.   I  am  committed  to  pursuing  that  goal. 
What  we  must  not  do  is  to  worsen  the  situation  by  unilaterally 
lifting  the  arms  embargo.   We  have  .always  believed  the  embargo 
is  unfair  and  worked  to  end  it  multilaterally .   But  going  it 
alone  would  lead  to  the  withdrawal  of  UNPROFOR  and  more 
violence. 

Such  a  course  would  leave  Sarajevo  and  the  enclaves 
extremely  vulnerable  to  Serb  offensives.   It  would  effectively 
Americanize  the  conflict,  and  lead  others  to  abandon  the 
sanctions  on  Serbia.   It  would  undermine  the  authority  of  all 
UN  Security  Council  Resolutions,  including  resolutions  that 
impose  sanctions  on  Iraq  and  Libya. 

Middle  East  Peace  and  Security 

Our  third  area  of  opportunity  is  advancing  peace  in  the 
Middle  East.   Our  budget  allocates  $5.24  billion  to  sustain  our 
efforts  at  a  decisive  moment  for  the  peace  process.   This 
includes  traditional  amounts  of  economic  and  military  support 
for  Israel  and  Egypt  to  enable  them  to  meet  their  legitimate 
security  needs  and  promote  broad-based  economic  growth.   Our 
$75  million  request  for  the  West  Bank  and  Gaza  is  intended  to 
promote  Palestinian  self-government  through  economic 
development  and  institution  building.   Our  proposed  assistance 
program  for  Jordan  is  designed  to  address  both  economic 
development  and  border  security  needs.   It  includes  $30  million 
in  military  assistance  and  $7.2  million  in  economic  support. 

Last  Sunday,  President  Clinton  convened  an  unprecedented 
meeting  at  Blair  House,  attended  by  ministers  from  Israel, 
Egypt,  Jordan,  and  the  Palestinian  Authority.   I  believe  this 
meeting  helped  to  improve  the  atmosphere  between  the  parties 
and  get  negotiations  back  on  track.   At  the  end  of  the  day,  the 
parties  produced  two  important  documents.   The  first  came  out 
of  my  meeting  with  Israeli  Foreign  Minister  Peres  and  Nabil 
Sha'th  of  the  Palestinian  Authority.   In  it,  Israel  and  the 
Palestinians  vowed  that  there  could  be  no  turning  back  in  the 
peace  process.   And  the  Palestinian  Authority  underscored  its 
commitment  to  preempt  terror,  punish  those  responsible  and  deny 
safehavens  to  those  who  plan  and  carry  out  terror. 
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The  second  document  was  the  Blair  House  Communique, 
reflecting  the  discussions  of  the  full  ministerial.   The 
ministers  identified  a  series  of  cooperative  goals  that  must  be 
met  in  four  key,  related  dimensions:   the  peace  process, 
security,  economics,  and  people-to-people.   The  ministers 
directed  their  experts  to  work  urgently  on  implementing  their 
recommendations . 

For  our  part.  President  Clinton  on  Sunday  proposed  that 
the  United  States  extend  duty  free  treatment  to  products  from 
future  industrial  zones  on  the  West  Bank  and  Gaza  and  free 
trade  zones  in  Taba,  Eilat,  and  Aqaba .   This  proposal  can 
probably  do  more  over  time  to  help  the  region's  struggling 
economies  than  any  aid  program.   We  look  forward  to  further 
consultations  with  the  Congress  on  this  important  matter. 

The  momentum  for  a  comprehensive  peace  must  be 
maintained.   Israel's  negotiations  with  Syria  are  entering  a 
crucial  phase.   We  have  made  progress  in  narrowing  the  gaps 
between  the  parties.   But  if  a  breakthrough  is  to  be  achieved 
in  the  next  few  months,  critical  decisions  must  be  made  and  the 
process  must  be  accelerated.   President  Clinton  and  I  will  do 
everything  we  can  to  help  the  parties  reach  such  a  breakthrough. 

Non-Proliferation 

Our  fourth  area  of  emphasis  is  to  intensify  our  efforts  to 
stop  the  spread  of  weapons  of  mass  destruction  and  their  means 
of  delivery.   We  face  a  year  of  decision  for  global 
nonproliferation .   Indeed,  our  global  and  regional  strategies 
for  1995  comprise  the  most  ambitious  nonproliferation  effort  in 
history.   We  will  carry  out  that  effort  in  close  consultation 
with  the  Congress. 

The  centerpiece  of  our  strategy  is  to  obtain  the 
indefinite  and  unconditional  extension  of  the  Non-Proliferation 
Treaty,  which  is  up  for  renewal  this  year — and  which  I  think 
history  will  record  as  one  of  the  most  important  treaties  of 
all  time.   Achieving  this  objective  is  a  key  priority  of  our 
diplomacy  around  the  world. 

With  the  agreements  President  Clinton  signed  last  December 
in  Budapest,  we  can  also  begin  to  implement  the  START  I  nuclear 
reduction  treaty.   Prompt  ratification  of  START  II  will  in  turn 
enable  us  to  complete  the  work  we  began  with  START  I.   Its 
elimination  of  missiles  with  multiple  independently  targeted 
re-entry  vehicles  will  further  enhance  stability  and  lower  the 
chances  of  a  massive  nuclear  conflict.   At  the  same  time,  it 
will  enable  us  to  retain  a  strong  and  capable  deterrent. 

Mr,  Chairman,  North  Korea  is  also  central  to  our 
non-proliferation  objectives.   We  have  stressed  to  the  North 
Koreans  the  need  to  accept  South  Korean  light  water  reactors 
and  to  resume  North-South  dialogue.   Both  conditions  are 
essential  to  full  implementation  of  the  Framework  Accord.   We 
are  holding  talks  with  North  Korea  to  ensure  implementation  of 
the  Framework. 
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We  will  also  continue  close  consultations  with  our 
allies.   I  met  last  week  with  the  new  Foreign  Minister  of  South 
Korea.   He  reaffirmed  South  Korea's  determination  to  move 
forward  with  the  accord.   We  agree  that  we  must  remain 
vigilant.   But  careful  implementation  of  the  Agreed  Framework 
is  far  preferable  to  the  alternatives  we  were  facing:   a  North 
Korea  going  forward  with  its  nuclear  program,  a  return  to  the 
Security  Council  for  sanctions,  and  a  costly  military  build-up. 

Our  FY  1996  International  Affairs  budget  dedicates  $166 
million  to  meet  the  threat  posed  by  proliferation.   Of  that 
amount,  $90  million  is  within  this  committee's  jurisdiction. 
We  are  requesting  $25  million  from  this  committee  to  replenish 
the  Non-Proliferation  Fund  we  use  to  implement  specific 
non-proliferation  projects.   These  include  a  program  to 
eliminate  stocks  of  highly  enriched  uranium  of  a  former  Soviet 
state,  a  project  intended  to  terminate  the  space  launch 
capability  of  a  newly  democratic  country  in  Central  Europe,  and 
destruction  of  certain  weapons  stockpiles  in  the  Middle  East. 
We  are  requesting  $43  million  for  a  voluntary  contribution  to 
the  International  Atomic  Energy  Agency.   And  we  are  asking  for 
$22  million  for  our  participation  in  KEDO,  the  Korean  Peninsula 
Energy  Development  Organization  that  will  coordinate 
implementation  of  our  Agreed  Framework  with  North  Korea. 

Crime,  Terrorism,  and  Drugs 

Our  fifth  area  of  opportunity  for  1995  is  combatting 
international  terrorists,  criminals,  and  drug  traffickers. 
This  Administration  is  aggressively  fighting  these  threats  at 
home.   But  we  recognize  their  global  dimensions,  and  we  are 
actively  mobilizing  other  nations  to  help  us  defeat  them. 

Altogether,  our  budget  requests  $240  million  for  these 
efforts.   It  more  than  doubles  our  funding  to  fight 
international  crime.   And  it  will  support  a  comprehensive 
global  strategy  that  we  are  developing  with  our  colleagues  at 
Justice,  Treasury,  and  other  law  enforcement  agencies. 

This  strategy  will  include  intensive  diplomacy  to  ensure 
that  other  nations  fulfill  their  international  obligations; 
broader  international  cooperation  in  asset  forfeiture  and  money 
laundering;  and  consideration  of  tougher  requirements  for 
obtaining  U.S.  visas.   And,  as  the  President  announced  last 
week,  the  Administration  will  be  proposing  legislation  to 
combat  alien  smuggling  and  illegal  immigration.   We  will  be 
consulting  closely  with  Congress  as  we  put  the  final  elements 
of  this  strategy  together. 
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The  budget  also  supports  our  battle  against  international 
terrorism,  in  which  we  have  made  substantial  progress  in  just 
the  past  few  weeks.   The  President's  Executive  Order  freezing 
the  assets  of  certain  terrorist  groups  and  individuals  sent  a 
message  that  we  intend  to  cut  off  the  financial  pipeline  that 
supports  their  activity.   The  spectacular  arrest  of  Ramzi 
Yousef,  the  alleged  mastermind  of  the  World  Trade  Center 
bombing,  in  Pakistan  and  his  transfer  to  the  United  States 
reminds  those  who  target  Americans  and  America  that  they  cannot 
escape  forever  the  long  arm  of  American  law  enforcement.   Also 
last  week,  the  President  transmitted  to  the  Congress  our 
proposed  Omnibus  Counterterrorism  Act  of  1995,  which,  if 
enacted,  will  give  the  Executive  Branch  new  tools  to  improve 
prevention,  investigation,  and  prosecution  of  terrorism. 


Beyond  these  five  key  areas  of  opportunity  for  1995,  I 
want  to  stress  that  we  will  continue  to  address  many  other 
issues  important  to  our  nation's  interests  and  to  this 
Congress,  such  as  promoting  stability  and  democracy  in  Asia, 
Africa,  and  Latin  America.   American  engagement  in  the  world  is 
also  reflected  in  our  willingness  to  take  on  global  challenges 
that  call  for  international  partnership,  but  require  the 
leadership  that  only  the  United  States  can  provide. 

We  can  no  longer  escape  the  consequences  of  environmental 
degradation,  unsustainable  population  growth,  and  destabilizing 
poverty  beyond  our  bo.ders.   Increasingly,  they  threaten  not 
just  our  continued  prosperity  but  our  security.   Countries  with 
persistent  poverty,  worsening  environmental  conditions,  and 
feeble  social  infrastructure  are  not  just  poor  markets  for  our 
products.   They  are  seedbeds  of  conflicts  and  crises  that  can 
only  be  resolved  by  costly  American  intervention. 

That  is  why  the  Clinton  Administration  is  dedicated  to 
restoring  America's  leadership  role  on  sustainable  development 
—  an  approach  that  recognizes  the  links  between  economic, 
social  and  environmental  progress.   We  are  putting  this  global 
challenge  back  where  it  belongs:  in  the  mainstream  of  American 
foreign  policy  and  diplomacy.   The  President's  FY'  1996  request 
includes  $5.2  billion  for  Promoting  Sustainable  Development.   I 
believe  strongly  that  these  funds  will  yield  lasting  dividends 
for  the  American  people. 

The  programs  they  fund  reinforce  our  other  foreign  policy 
goals.   They  strengthen  free  markets  and  modernize  vital 
sectors  in  developing  economies.   They  lift  living  standards 
and  multiply  future  demand  for  American  goods.   And  they 
contribute  to  stability  in  new  democracies  struggling  to 
overcome  legacies  of  repression  and  conflict. 
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Of  this  amount,  we  are  requesting  $2.37  billion  for  U.S. 
contributions  for  the  multilateral  development  banks,  the 
International  Monetary  Fund  (IMF),  and  for  debt  reduction. 
This  sum  represents  an  investment  in  the  fastest  growing 
markets  for  American  goods.   It  also  enables  us  to  leverage  our 
assistance  dollars  in  meeting  our  objectives.   The  multilateral 
development  banks  and  the  IMF  made  about  $55  billion  in  loans 
in  1994--roughly  the  same  amount  by  which  our  exports  to 
developing  countries  increased  between  1990  and  1993.   Indeed, 
these  exports  are  growing  ten  times  as  quickly  as  those  to  our 
traditional  markets  in  Europe  and  Japan.   I  note,  also,  that 
American  companies  win  more  multilateral  development  bank 
contracts  than  do  firms  from  any  other  country. 

Over  the  years,  these  multilateral  development  banks  have 
contributed  significantly  to  global  development.   Since  1970, 
life  expectancy  in  those  countries  supported  by  the  World 
Bank's  International  Development  Association  (IDA),  for 
example,  has  increased  on  average  from  52  to  62  years;  infant 
mortality  has  decreased  from  109  per  1,000  live  births  to  64 
per  1,000  live  births.   Put  simply,  the  funding  we  provide  to 
the  IDA  and  other  multilateral  development  banks  saves  lives. 

The  multilateral  banks  have  also  been  important  catalysts 
for  market-oriented  reforms  with  direct  benefits  for  the  United 
States.   With  support  from  the  IMF  and  the  World  Bank,  for 
example,  India  since  1991  has  launched  tariff  reductions  that 
have  helped  spur  a  $1  billion  increase  in  U.S.  exports  to  that 
country  from  1991  to  1993. 

This  portion  of  the  budget  also  includes  $110  million  for 
the  Global  Environment  Facility,  the  multilateral  institution 
established  to  finance  investments  to  protect  the  ozone  layer, 
guard  against  global  warming,  protect  aquatic  resources  and 
preserve  biodiversity.   Every  dollar  we  contribute  leverages 
almost  three  dollars  from  other  nations.   This  kind  of 
cooperation  is  essential  if  we  are  to  meet  global  challenges 
like  protecting  the  environment  with  global  solutions  that 
engage  all  donor  nations. 

The  $5.2  billion  in  sustainable  development  funds  that  we 
are  requesting  also  includes  $1.35  billion  for  USAID  programs 
and  voluntary  contributions  to  international  organizations 
promoting  economic  growth.   Of  that  amount,  $1.12  billion  will 
go  toward  USAID-supported  programs  on  economic  reform, 
microenterprise  generation,  child  survival,  prevention  of  AIDS 
and  other  sexually  transmitted  diseases,  and  education.   We  are 
requesting  that  the  remaining  $231  million  out  of  $1.35  billion 
be  used  to  fund  contributions  for  economic  growth-related 
multilateral  programs  including  the  UN  Development  Program, 
UNICEF,  and  the  World  Food  Program. 
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Our  FY  1996  request  for  stabilizing  world  population 
growth  is  designed  to  complement  our  efforts  to  promote 
economic  development.   Unsustainable  population  growth  affects 
all  aspects  of  economic  development.   That  is  why  population 
growth  stabilization  has  commanded  bipartisan  support  since 
President  Nixon  first  established  American  leadership  in  this 
area.   The  Clinton  Administration  is  determined  that  we  have 
the  resources  to  maintain  that  important  commitment.   To  do  so, 
we  are  requesting  $635  million  for  USAID  and  multilateral 
population  programs  in  FY  1996. 

We  must  sustain  the  momentum  that  we  did  so  much  to 
achieve  at  last  September's  Cairo  Conference  on  Population  and 
Development.   There,  an  overwhelming  majority  of  nations  agreed 
to  stabilize  global  population  by  providing  family  planning  for 
those  who  want  it,  educating  children,  promoting  their  health 
through  programs  such  as  immunization,  and  strengthening 
families.   Our  funding  request  supports  those  goals,  including 
through  $580  million  to  finance  USAID  programs  such  as  those 
funded  by  the  Development  Fund  for  Africa. 

The  combination  of  too  many  people  in  too  little  space 
competing  for  too  few  resources  can  have  clear,  tragic  and 
costly  consequences  for  our  environment.   As  Secretary  of 
State,  I  see  environmental  degradation  damaging  the  fragile 
economies  of  the  new  democratic  states  of  the  former  Soviet 
Union.   I  see  it  complicating  already  complex  conflicts  over 
water  supplies  in  the  Middle  East.   I  see  it  depressing  exports 
to  our  most  rapidly  growing  markets  in  the  developing  world. 
In  short,  I  see  its  impact  on  our  national  interests. 

This  Administration  is  requesting  $378  million  for  FY  1996 
for  USAID  and  multilateral  programs  to  protect  the 
environment.   We  are  extending  aid  and  expertise  overseas 
through  USAID  and  international  organizations.   With  partners 
such  as  Japan,  we  are  funding  environmental  efforts  in  third 
countries  and  devising  new  environmental  technologies.   We  are 
helping  Poland  to  clean  up  the  air  in  Krakow,  Pacific  Island 
nations  to  preserve  coral  reefs,  Colombia  to  take  lead  from 
gasoline,  and  nations  from  Bolivia  to  Madagascar  to  save 
endangered  species. 

This  section  of  the  budget  also  funds  the  Peace  Corps,  a 
program  that  furthers  sustainable  development,  projects 
American  idealism  and  expertise,  and  generates  immeasurable 
goodwill.   Peace  Corps  members  help  community  development  in 
Niger,  small  farm  business  management  in  Latvia,  child  health 
education  in  Guatemala,  reforestation  in  Costa  Rica,  and  small 
business  training  in  Russia.   We  are  requesting  $283  million  to 
fund  their  activities,  as  well  as  those  of  two  other  small 
agencies  that  work  at  the  grass-roots  level:  the  Inter-American 
Foundation,  and  the  African  Development  Foundation. 
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The  FY  1996  budget  request  also  harnesses  the  will  and 
capacity  of  our  nation  to  respond  to  famine,  natural  disasters, 
and  the  displacement  of  peoples.   We  are  requesting  $721 
million  for  Refugee  Assistance  and  $200  million  for 
International  Disaster  Assistance.   This  funding  is  integral  to 
our  overall  development  strategy  because  it  not  only  provides 
relief,  but  helps  victims  of  violence  and  disaster  return  to 
the  path  of  recovery  and  sustainable  development. 


Mr.  Chairman,  at  the  outset  of  my  testimony  I  noted  some  of  the 
remarkable  opportunities  we  face  in  the  post-Cold  War  world. 
It  is  important  to  remember  that  most  of  these  opportunities 
are  themselves  the  product  of  many  years  of  enlightened 
American  leadership. 

Most  of  our  closest  allies  and  friends  are  nations  that  we 
helped  rebuild  after  the  Second  World  War.   The  structures  and 
institutions  through  which  we  advance  our  interests,  including 
NATO,  the  GATT,  the  UN,  and  the  Bretton  Woods  institutions, 
were  created  largely  by  American  leadership. 

As  we  consider  our  most  promising  export  markets,  it  is 
useful  to  remember  our  role  in  creating  those  markets.   There 
is  South  Korea  --  once  a  recipient  of  massive  U.S.  assistance, 
now  an  aid  donor  in  its  own  right.   There  is  the  Philippines, 
long  a  treaty  ally  and  another  recipient  of  American 
assistance,  now  entering  the  dynamic  mainstream  of  southeast 
Asian  economies.   In  Poland  and  South  Africa,  our  support  for 
human  rights  helped  to  end  dictatorship  and  our  support  for 
democracy  is  encouraging  remarkable  reforms.   In  such  countries 
as  Mexico  and  Brazil,  our  support  for  open  trade  has  been  an 
incentive  and  a  catalyst  for  market  opening  and  economic  growth. 

In  short  Mr.  Chairman,  the  United  States  is  one  of  the  few 
countries  on  earth  with  the  power  to  create  its  own 
opportunities.   With  your  support,  we  will  continue  to  use  that 
power  to  build  a  world  in  which  America's  interests  and  values 
will  flourish  —  a  world  of  open  societies  and  open  markets. 
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Mr.  Callahan.  Thank  you,  Mr.  Secretary. 

Your  timing  was  great  with  respect  to  the  bells,  because,  as  you 
know,  there  is  a  vote  on  the  Floor.  But  we  are  going  to  stay  in  ses- 
sion and  alternate  the  chairmanship  here. 

Mr.  Secretary,  in  your  statement — and  all  of  us  want  the  peace 
process  in  the  Middle  East  to  continue,  and  I  think  you  and  the  ad- 
ministration as  well  as  the  governments  of  some  of  those  nations 
are  to  be  commended  for  the  progress  you  are  making. 

But  one  thing  is  beginning  to  concern  me.  While  you  were  suc- 
cessful in  bringing  Jordan  into  the  picture,  it  cost  the  American 
people  a  lot  of  money  to  do  that.  And  now  with  the  PLO  and  Israel 
working  more  favorably  together,  it  is  costing  us  money  here  in  the 
United  States  to  accomplish  peace  in  the  Middle  East,  as  well  as 
the  monies  we  already  contribute  to  Israel  and  Egypt. 

Now,  you  are  negotiating  with  Syria,  I  think,  trying  to  bring 
Syria  into  the  process.  In  these  negotiations,  are  we  promising  or 
is  the  administration  promising  Syria  any  type  of  economic  or  mili- 
tary aid  if  they  join  this  peace  process? 

Secretary  Christopher.  Mr.  Chairman,  I  am  glad  to  be  able  to 
tell  you  that  that  subject  has  not  come  up.  We  have  been  trying 
to  assist  the  parties  in  that  negotiation.  We  are  really  acting  as  a 
facilitator  or  intermediary  for  the  parties.  They  prefer  to  talk  to 
each  other  through  us.  Aiid  we  are  going  to  try  to  play  that  role, 
helping  them  search  for  a  solution. 

But  I  think  the  relation  between  the  United  States  and  Syria 
will  have  to  be  determined  on  its  own  basis,  as  the  future  unfolds. 
You  know,  we  have  some  strong  differences  with  them.  For  exam- 
ple, we  still  have  an  important  difference  with  them  on  terrorism. 

As  with  most  other  countries  in  the  world,  we  look  forward  to  the 
day  when  we  can  have  a  more  normal  relationship  with  Syria  than 
we  do  at  the  present  time.  But  that  will  be  determined  on  the  basis 
of  what  the  interests  are  of  the  United  States.  Certainly  if  Syria 
becomes  part  of  the  peace  process  and  there  is  an  agreement 
reached  between  Israel  and  Syria,  that  would  be  a  very  favorable 
factor  in  the  bilateral  relationship  between  the  United  States  and 
Syria.  But  we  always  must  judge  that  by  what  is  in  the  best  inter- 
ests of  the  United  States. 

FUNDING  PRIORITIES 

Mr.  Callahan.  Well,  I  certainly  agree  with  that,  Mr.  Secretary. 
But  let  me  encourage  during  these  negotiations,  if  they  do  bring  up 
economic  aid,  keep  in  mind  that  this  Congress,  I  don't  think,  is  in 
the  mood  to  increase  our  total  support  for  the  entire  region,  not 
that  we  wouldn't  like  to.  It  is  simply  because  we  don't  have  the 
monies  to  do  so.  Since  we  don't  have  that  problem  at  this  point,  we 
won't  worry  about  that. 

With  respect  to  the  increase,  and  you  addressed  that  somewhat 
in  your  testimony  today,  but  given  the  certainty,  Mr.  Secretary, 
that  cuts  must  be  made  to  the  President's  request,  are  you  pre- 
pared to  indicate  what  your  priorities  might  be? 

Do  you  want  to  determine  your  priorities  under  the  situation 
that  we  are  in?  Are  you  willing  just  to  leave  that  to  the  Congress? 
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Secretary  Christopher.  Well,  Mr.  Chairman,  I  can't  fail  to  com- 
ment on  that  question,  because  it  is  one  that  worries  me.  We  have 
sent  up  a  budget  which  we  regard  as  a  rock-bottom  budget  to  carry 
out  the  fundamental  objectives  of  the  American  people. 

For  40  years,  we  engaged  in  the  struggle  against  Russia,  against 
the  Soviet  Union,  spent  trillions  of  dollars  in  the  course  of  that  40 
years,  and  we  basically  have  prevailed  in  that  conflict.  Now  we 
have  opportunities  to  go  beyond  that.  Now  we  have  a  chance  to 
consolidate  the  victory  for  democracy  and  free  markets  by  spending 
a  tiny  fraction  of  that  cost. 

We  wouldn't  have  sent  up  the  budget  if  we  didn't  think  it  was 
all  justified.  We  have  the  opportunity  to  consolidate  the  victory 
over  Communism  in  the  Soviet  Union  and  elsewhere  that  has  been 
reflected  in  recent  events  and  it  would  be  very  shortsighted  if  we 
failed  to  take  the  next  steps  to  consolidate  that  triumph  for  democ- 
racy. 

I  would  like  you  to  regard  the  budget  as  what  the  President 
thinks  is  in  the  best  interests  of  the  United  States.  I  hope  we  won't 
miss  this  opportunity,  because  I  think  the  cost  in  the  future  for  the 
United  States,  if  there  were  to  be  a  reversal  of  this  trend  just  in 
Russia,  would  be  so  much  greater. 

So  I  am  not  prepared,  Mr.  Chairman,  to  try  to  help  you  analyze 
our  budget  beyond  what  I  have  said.  I  have  told  you  what  our  pri- 
orities are  for  this  year  as  well  as  I  can. 

But  I  do  want  to  emphasize  that  I  think  this  budget  is  the  rock- 
bottom  minimum  necessary  to  carry  out  the  interests  of  the  United 
States. 

Mr.  Callahan.  Thank  you,  Mr.  Secretary. 

I  thought  some  of  them  would  be  back.  We  are  going  to  have  to 
go  into  a  temporary  recess  here.  Representative  Lowey  is  here,  a 
friend  of  yours,  a  friend  of  ours,  a  former  Member  of  this  commit- 
tee, and  probably  some  day  in  the  future  may  be  reinstated  on  this 
committee. 

So  with  your  indulgence,  we  will  allow  Mrs.  Lowey  to  sit  infor- 
mally at  this  meeting. 

Secretary  Christopher.  She  is  always  welcome  in  my  view. 

MERGER  OF  AID 

Mrs.  Lowey.  Thank  you. 

I  appreciate  that,  Mr.  Chairman.  I  am  headed  over  to  vote,  too. 

But  I  just  wanted  to  briefly  express  some  comments  on  two 
points.  First  of  all,  I  want  to  thank  you  for  your  continuing  support 
of  the  peace  process,  because  we  all  understand  that  these  are  very 
difficult  times,  and  the  United  States'  role  as  the  facilitator,  as  the 
cheerleader,  has  been  very  vital  in  moving  this  process  forward. 

I  also  wanted  to  at  this  time,  express  my  concerns  about  the  ini- 
tiative which  would  include  AID  and  other  agencies  in  the  State 
Department.  Having  worked  closely  with  AID,  specifically  on  my 
trip  last  year  with  Majority  Leader — former  Majority  Leader  Dick 
Gephardt  to  Russia,  I  have  seen  the  work  of  AID  in  working  peo- 
ple-to-people programs,  grassroots  programs,  and  I  have  been  con- 
cerned about  the  absorption  of  AID  in  the  State  Department. 

Certainly,  with  your  leadership,  if  this  administration  were  going 
to  continue  to  be  in  charge  of  the  State  Department  indefinitely. 
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perhaps  I  wouldn't  have  the  same  concern.  But  I  am  concerned 
about  the  merger  of  AID.  And  it  would  seem  to  me  it  makes  a  lot 
more  sense  having  AID  continue  to  do  their  things,  working  on  the 
grassroots  level,  working  with  the  people  on  food  programs  and  the 
whole  range  of  programs  that  they  have  been  involved  with,  and 
letting  the  State  Department  continue  to  do  their  outstanding  job 
working  government-to-govemment,  and  perhaps  in  a  couple  of 
minutes  before  I  vote,  you  can  comment. 

I  would  just  hope  that  we  leave  it  the  way  it  is,  because  I  think 
Brian  Atwood  has  done  extraordinary  work  in  bringing  about 
change  to  AID. 

Secretary  CHRISTOPHER.  Well,  first,  to  pick  up  your  last  point,  I 
have  the  very  highest  regard  for  Brian  Atwood.  He  and  I  have 
served  in  government  now  twice  together.  I  have  great  admiration 
for  him,  and  he  certainly  is  a  leader  in  the  sustainable  develop- 
ment field,  and  a  leader  in  our  government. 

As  you  kiiow,  the  Vice  President  conducted  a  review  of  the  inter- 
national affairs  agencies.  It  was  a  review  that  I  thought  was  nec- 
essary and  desirable,  because  I  don't  think  any  government  agency 
should  be  immune  to  the  reinventing  government  process  or  an  ex- 
ception to  it. 

The  Vice  President  concluded  after  that  review  that  the  core 
functions  of  AID,  which  was  sustainable  development,  and  the  core 
functions  of  the  other  agencies,  USIA  and  ACDA,  would  be  best 
carried  out  if  they  remained  independent,  canying  out  their  unique 
functions  in  that  way.  I  support  the  Vice  President's  conclusion. 

He  also  directed  that  we  try  to,  within  our  agencies,  engage  in 
all  the  streamlining,  and  avoidance  of  duplication  that  we  possibly 
could. 

Indeed,  one  of  the  reasons  he  felt  consolidation  was  unwise  at 
the  present  time,  was  that  it  might  interfere  with  our  own  internal 
streamlining  processes. 

We  are  working  very  hard  at  those  streamlining  processes.  The 
State  Department  has  already  abolished  17  installations  overseas 
and  we  are  committed  to  cutting  15  more  as  part  of  this  streamlin- 
ing and  budget  process.  And  the  other  agencies  are  doing  likewise. 

So  I  am  very  glad  to  have  your  statement  and  I  want  you  to 
know  that  I  support  the  Vice  President's  conclusion. 

Mrs.  LOWEY.  Thank  you  very  much. 

PEACEKEEPING 

Mr.  Forbes  [presiding].  Thank  you,  Mr.  Secretary.  I  appreciate 
your  indulgence. 

Mr.  Secretary,  I  had  a  concern,  most  of  the  American  people,  I 
think  if  you  ask  them  about  peacekeeping,  would  think  of  what  tra- 
ditionally has  been  viewed  as  a  peacekeeping  endeavor.  What  I 
mean  by  that  is,  basically,  in  years  past,  I  think  when  the  United 
States  engaged  through  the  United  Nations  in  peacekeeping  en- 
deavors, it  seemed  to  me  it  was  to  stabilize  an  area  after  the  proc- 
ess of  reconciliation  had  begun. 

It  seems  in  recent  years  that  peacekeeping  has  taken  on  a  new 
definition,  that  being  one  of  perhaps  the  U.S.  being  involved  with 
the  U.N.  in  armed  conflict.  And  I  was  wondering  if  you  would  care 
to  comment  if  this  new  role  of  peacekeeping  or  this  new  definition 
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of  peacekeeping  is  a  policy  change,  or  is  it  something  of  validity, 
or  is  it  overblown? 

Secretary  CHRISTOPHER.  Mr.  Forbes,  as  you  know,  the  U.N.  acts 
under  Chapter  6  or  Chapter  7.  Chapter  6  is  basically  peacekeeping, 
and  Chapter  7  is  peace  enforcement.  I  would  say  that  the  U.N.  has 
perhaps  gotten  into  some  situations  that  they  thought  were  Chap- 
ter 6,  that  is,  peacekeeping,  which  turned  out  to  be  peace  enforce- 
ment. The  confusion  between  those  two  I  think  has  presented  a 
problem  in  the  past  with  respect  to  some  peacekeeping  operations. 

Where  the  U.N.  seems  to  operate  most  effectively  is  when  the 
parties  have  come  to  agreement,  and  they  are  asking  the  U.N.  to 
simply  put  a  cap  on  that  agreement  and  assist  in  the  implementa- 
tion of  the  agreement.  I  think  the  U.N.  will  act  that  way  increas- 
ingly in  the  future. 

It  would  be  very  unusual,  I  think,  to  have  the  U.N.  in  a  situation 
of  peace  enforcement,  unless  it  is  a  situation  where  there  is  a  clear 
aggression  and  the  world  wants  to  unite  to  overturn  that  aggres- 
sion. 

But  it  is  the  confusion  between  the  two  that  I  think  has  caused 
the  difficulty,  and  that  is  something  that  we  will  certainly  avoid  in 
the  future.  We  are  asking  much  harder  questions  than  we  have  in 
the  past  about  peacekeeping  before  we  go  into  certain  situations. 

The  year  1992  was  the  high  watermark  for  peacekeeping  oper- 
ations. I  think  eight  or  nine  were  authorized  that  year  and  I  think 
there  was  a  problem  of  overcommitment  and  mission  creep  with  re- 
spect to  some  of  those  operations. 

There  is  room  for  reform  here,  but  we  should  not  give  up  on 
peacekeeping  because  it  has  been  misused  in  some  ways  or  there 
has  been  confusion  between  peace  enforcement  and  peacekeeping. 
In  many,  many  instances,  it  has  been  tremendously  in  the  interests 
of  the  United  States  to  be  able  to  join  with  other  countries  to  share 
the  burden  with  them  and  make  use  of  their  resources  and  their 
troops,  in  order  to  carry  out  missions  in  places  like  Cambodia,  Na- 
mibia, and  El  Salvador,  which  are  success  stories  for  the  United 
Nations. 

What  has  concerned  me  is  that  the  difficulty  of  some  of  these 
missions  has  caused  some  people  here  on  Capitol  Hill,  and  perhaps 
around  the  country,  to  feel  that  we  should  back  away  from  the 
United  Nations  as  a  whole,  which  I  think  would  be  a  terrible  mis- 
take. 

Mr.  Forbes.  Thank  you. 

PALESTINIANS 

Mr.  Secretary,  on  a  different  question,  if  I  might,  I  noticed  in 
your  testimony  reference  to  $75  million  as  the  United  States'  share 
of  economic  aid  to  the  Palestinians  for  enforcement  of  the  Middle 
East  agreement.  I  know  there  are  many  of  us  who  are  troubled  by 
the  Palestinians'  dragging  of  the  feet,  if  you  will,  in  regard  to  both 
renouncing  those  parts  of  the  PLO  charter  which  are  most  objec- 
tionable, and  also  the  inability,  it  seems,  for  the  Palestinians  to 
create  any  kind  of  infrastructure  or  to  embark  on  economic  devel- 
opment. 

Could  you  speak  to  that  concern? 
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Secretary  Christopher.  Mr.  Forbes,  I  think  it  is  quite  a  legiti- 
mate concern.  But  the  position  of  the  United  States  is,  and  I  think 
should  be,  to  assist  those  who  are  taking  risks  for  peace.  The  Pal- 
estinian Authority  is  taking  major  risks  in  order  to  carry  out  the 
Declaration  of  Principles  between  Israel  and  the  PLO.  It  is  much 
in  our  interest  to  continue  to  support  economic  development  within 
Gaza  and  Jericho,  the  two  areas  that  have  been  turned  over  largely 
to  the  Palestinians. 

They  have  had  difficulty  in  containing  the  terror  within  both 
areas,  and  of  course  that  has  produced  terrible  tragedies  in  Israel, 
probably  stemming  from  people  who  resided  in  Gaza  or  Jericho. 
But  the  problems  are  closely  interrelated. 

Unless  there  is  economic  development,  and  people  on  the  ground 
see  some  results  from  the  change  in  status,  or  see  where  their  lives 
are  better,  they  will  more  than  Ukely  turn  to  the  kind  of  violence 
that  we  are  seeing. 

So  I  think  it  is  a  very  good  investment  for  the  United  States  to 
support  the  Palestinian  Authority  and  economic  development,  the 
building  of  schools  and  creation  of  jobs  there.  I  don't  know  whether 
you  have  ever  been  to  the  Gaza  Strip,  but  it  is  a  very  blighted  area, 
terribly  overrun  by  people  with  very  few  of  the  amenities  of  life, 
very  little  infrastructure.  If  it  is  going  to  succeed,  we  must  join 
with  other  nations  in  helping  the  Palestinians  establish  infrastruc- 
ture there,  create  jobs,  and  thus  give  their  people  a  reason  for  turn- 
ing away  from  terror. 

I  am  glad  to  say,  Mr.  Forbes,  that  within  the  last  10  days  or  two 
weeks,  it  seems  to  me  that  Chairman  Arafat  has  recognized  that 
the  terrorism  is  really  aimed  directly  at  him,  even  though  the  con- 
sequences may  primarily  affect  the  Israelis,  because  the  terror  is 
undermining  his  ability  to  govern  in  that  area.  He  has  taken 
stronger  steps  than  have  been  taken  before,  steps  involving  the  ar- 
rest of  large  numbers  of  members  of  the  Jihad,  and  setting  up  a 
structure  which  will  contain  the  terrorism.  I  think  that  we  need  to 
encourage  that.  I  think  that  if  we  fail  to  support  them  economi- 
cally, we  will  see  a  situation  far  worse  than  the  present  one. 

Mr.  Forbes.  Thank  you,  Mr.  Secretary. 

I  yield  to  my  friend  from  California. 

CHINA 

Ms.  Pelosi.  Thank  you,  Mr.  Chairman. 

Thank  you  very  much,  Mr.  Secretary,  for  your  testimony  this 
morning.  When  I  welcomed  you,  I  read  the  statement  for  the  com- 
mittee from  Mr.  Wilson,  but  my  questions  are  my  own. 

Having  said  that,  I  want  to  follow  up  on  some  of  what  you  had 
to  say  just  now  and  commend  you  and  the  administration  for  your 
efforts  in  the  Middle  East  and  the  successes  that  you  have  had  in 
foreign  affairs. 

I  want  to  associate  myself  with  your  comments  about  H.R.  872. 
I  have  serious  problems  with  it  in  terms  of  constitutional  presi- 
dential authority,  what  it  does  as  far  as  NATO,  the  U.N.  peace- 
keeping operation,  and  Star  Wars.  The  list  goes  on  and  on.  I  am 
pleased  to  hear  your  statement  that  you  and  the  Secretary  of  De- 
fense would  be  recommending  a  veto  should  the  legislation  pass 
unamended. 
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Having  said  that  and  focused  on  some  areas  of  agreement,  I  now 
wanted  to  say,  although  you  didn't  present  China  in  your  oral 
statement,  the  written  statement  you  submitted  for  the  record,  I 
find  to  be  disappointing.  Then  again,  I  always  have  such  great  ex- 
pectations that  things  will  change. 

Let  me  just  focus  on  China  for  a  second.  I  think  your  statement 
grossly  underestimates  our  problems  with  China  in  terms  of  trade, 
not  only  intellectual  property  but  also  barriers  to  products  made  in 
America  getting  into  China,  using  prison  labor  for  export,  viola- 
tions of  our  quotas  for  transshipments,  the  list  goes  on  and  on. 

On  human  rights,  by  your  own  State  Department  report,  human 
rights  have  deteriorated  in  China,  the  crack  down  on  dissidents 
has  increased,  since  the  President's,  I  think,  ill-advised  decision  in 
May  to  delink  trade  and  human  rights. 

But  since  you  bring  up  nonproliferation  as  a  goal,  and  I  see  that 
promoting  democracy  and  human  rights  is  no  longer  an  underlying 
goal,  it  may  be  listed  and  sort  of  mentioned  afterward,  but  it  is  not 
one  of  the  five  goals  of  the  administration's  foreign  policy,  let's  talk 
about  proliferation. 

I  don't  think  that  our  engagement  with  China  has  been  success- 
ful on  the  issue  of  proliferation,  whether  it  is  China's  sale  of  mis- 
sile technology  to  Pakistan,  with  its  known  assistance  to  Pakistan 
in  assembling  that  missile  technology,  which  we  have  chosen  to  ig- 
nore, and  granted  modest  sanctions  which  we  then  partially  with- 
drew. We  have  tried  to  say  that  China  has  been  helpful  in  Korea 
when,  indeed,  it  is  in  China's  interest  that  Korea  be  a  nonnuclear 
peninsula. 

Having  said  that,  I  think  the  administration  should  have  spo- 
ken— moving  from  China  a  bit — much  more  loudly  and  clearly  in 
the  past  year  on  human  rights,  whether  it  is  in  China,  Chechnya, 
or  Chiapas.  I  would  hope  that  this  President  would  stand  tall  as 
the  President  of  the  United  States  of  America,  which  is  a  country 
whose  destiny  is  to  be  a  leader  for  freedom  throughout  the  world. 

I  say  that  to  you,  Mr.  Secretary,  recognizing  your  leadership  on 
human  rights  in  your  whole  arena.  Without  you,  we  wouldn't  even 
have  a  State  Department  report.  So  because  you  are  the  mes- 
senger, I  want  you  to  understand  that  I  separate  the  policy  and 
your  history  of  human  rights.  You  have  been  a  champion  and  I  rec- 
ognize that. 

I  just  wish  that  the  administration  in  its  deliberations  would 
come  down  more  strongly  in  favor  of  human  rights.  Because  they 
aren't  separate,  they  are  interconnected,  as  the  businessmen  are 
now  seeing.  Trade  sanctions  were  unworkable  and 
unimplementable  when  it  came  to  human  rights.  They  are  now 
what  we  are  doing  in  terms  of  intellectual  property,  and  I  fully  sup- 
port that  action  by  the  President,  but  if  they  were  unworkable 
then,  why  do  they  all  of  a  sudden  become  workable  during  the  past 
eight  months? 

Having  made  that  statement,  I  did  have  a  direct  question,  and 
it  doesn't  relate  to  China.  Mr.  Secretary — today's  New  York  Times, 
and  I  am  sure  you  always  have  to  respond  to  the  daily  metropoli- 
tan journals  when  you  come — today's  New  York  Times  has  an  arti- 
cle stating  Iraq  is  selling  oil  through  a  secret  plan.  Oil  is,  according 
to  the  article,  being  brought  out  by  trucks  and  being  sold  in  Tur- 
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key.  Other  oil  is  leaving  by  small  tankers.  Do  we  know  anything 
about  these  sales?  Can  you  comment  on  that? 

Secretary  Christopher.  Well,  I  accept  your  offer,  Congress- 
woman,  to  go  back  to  some  of  your  earlier  comments.  First,  al- 
though I  didn't  mention  China  in  my  oral  statement,  I  do  include 
China  under  the  very  important  principle  of  maintaining  good  rela- 
tions with  the  most  powerful,  important  nations  of  the  world,  and 
it  is  a  subject  for  a  broad  engagement.  It  is  also  subject  on  which 
we  have  both  disappointments  and  places  where  we  are  encour- 
aged. 

Ms.  Pelosi.  I  would  like  to  know  where  you  are  encouraged,  Mr. 
Secretary? 

Secretary  CHRISTOPHER.  I  thought  you  might. 

Ms.  Pelosi.  I  know  you  are  prepared  for  that  question.  I  consid- 
ered that  a  Softball. 

Secretary  CHRISTOPHER.  I  am  encouraged,  for  example,  with  the 
cooperation  we  have  gotten  from  them  on  narcotics,  and  alien 
smuggling.  We  are  not  exactly  sure  of  the  degree  of  their  coopera- 
tion on  North  Korea,  but  it  appears  to  us  they  were  helpful  on 
North  Korea.  And  the  military-to-military  contacts  that  Secretary 
Perry  is  managing  are  useful  to  the  United  States. 

I  talked  to  Ambassador  Kantor  early  this  morning,  and  although 
he  was  not  prepared  to  characterize  the  discussions  that  are  going 
on  on  intellectual  property,  it  is  important  that  discussions  are 
going  on,  again,  at  the  invitation  of  the  Chinese. 

I  know  of  your  disappointment  with  respect  to  MFN,  but  I  want 
to  try  to  point  out  some  analogies  between  the  discussions  on  intel- 
lectual property  and  the  importance  we  attach  to  human  rights. 

That  discussion  has  to  do  with  the  rule  of  law,  with  creating 
courts — trade  courts — to  be  sure,  and  with  enforcing  the  laws  that 
exist  there.  Now,  I  think  those  are  important  points  to  understand 
about  that  dialogue  which  could  contribute  to,  the  broader  aim  that 
we  have  of  improving  the  rule  of  law  and  human  rights  in  China 
as  a  whole. 

If  I  can  go  beyond  on  China  now,  I  would  not  like  to  leave  any 
doubt  about  the  commitment  we  have  to  democracy  and  human 
rights.  I  know  there  is  probably  some  confusion,  especially  as  I  pre- 
sented it  orally,  but  what  I  did  was  address  four  underlying  prin- 
ciples that  will  affect  all  of  our  foreign  policy,  and  one  of  those  was 
our  commitment  to  human  rights  and  democracy.  So  that  is  some- 
thing that  flows  throughout  and,  is  integral  to  our  whole  foreign 
policy. 

Once  again,  we  have  put  out  our  human  rights  reports,  which 
are  admired  for  their  candor  around  the  world  but  also  cause  a  lot 
of  pain  around  the  world.  Nevertheless,  I  think  that  report  is  one 
of  the  important  services  that  we  provide  to  the  world.  The  reports 
are  not  perfect,  but  they  have  become  kind  of  a  standard  for  the 
world  to  acknowledge. 

SANCTION  AGAINST  IRAQ 

Now,  I  will  try  to  address  your  particular  question.  I  did  see  that 
story  in  The  New  York  Times  this  morning,  and  I  do  try  to  get  pre- 
pared before  I  come  before  this  committee  and  others. 
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The  United  States,  of  course,  has  been  the  leader  in  trying  to  en- 
sure that  the  sanctions  against  Iraq  imposed  by  the  United  Nations 
are  carried  out.  We  pressed  our  aUies  to  carry  out  those  sanctions, 
and  we  have  been  doing  so  in  this  case  as  well.  Embargoes  or  sanc- 
tions are  seldom  perfect,  and  there  unfortunately  is  almost  always 
a  certain  amount  of  leakage. 

What  we  have  been  trying  to  do  is  minimize  the  amount  of  leak- 
age. We  are  looking  into  this  particular  report.  If  accurate,  we 
would  certainly  want  to  take  steps  with  respect  to  that  leakage. 
But  the  important  thing  overall  is  to  understand  how  much  pres- 
sure we  have  put  on  the  Iraqis  and  how  important  those  sanctions 
are. 

I  never  really  like  to  get  into  this  subject  without  mentioning 
that  the  resolutions  themselves  provide  an  opportunity  for  the  Iraqi 
Government  to  sell  its  oil  for  humanitarian  purposes.  They  have 
been  unwilling  to  do  that,  which  can  only  mean  that  if  they  sell 
their  oil,  they  probably  want  to  use  the  funds  they  get  for  weapons 
purchases  or  some  other  deleterious  purpose.  However,  we  are 
going  to  continue  enforcing  these  sanctions.  If  we  continue  reading 
stories  like  this,  we  are  going  to  look  into  them  and  see  if  we  can't 
make  the  embargo,  which  has  been  really  quite  effective,  more  air- 
tight. 

Ms.  Pelosi.  Mr.  Secretary,  my  time  is  up,  but  I  want  to  say 
three  things.  First  of  all,  thank  you.  That  is  not  one  of  them.  Three 
additional  things:  One  is,  I  continue  to  be  disappointed  in  the  value 
that  you  place  on  the  meager  response  from  China,  so  we  will  stip- 
ulate that  we  disagree  on  that. 

Second,  I  do  want  to  thank  you,  though,  for  including  Tibet  as 
a  separate  country  report  in  the  country  report,  and  hope  that  the 
administration  will  encourage  the  discussion  between  the  Chinese 
authorities  and  his  Holiness,  the  Dalai  Lama,  about  the  autonomy 
for  Tibet. 

And,  third,  in  closing,  I  want  to  say  that  I  think  the  administra- 
tion deserves  high  marks  for  the  Iraqi  policy.  I  have  heard  that 
from  military  people  who  have  come  up  here,  as  well  as  on  the  po- 
litical and  diplomatic  side. 

So  I  was  asking  my  question  not  in  any  criticism  of  our  policy, 
but  to  inquire  if  there  might  be  an  exception  to  the  success  that 
you  had  there. 

Thank  you  very  much,  Mr.  Secretary. 

Thank  you,  Mr.  Chairman. 

Mr.  Callahan,  [presiding.]  We  should  have  45  minutes  of  unin- 
terrupted testimony  capability  here. 

But  with  respect  to  all  of  our  Members,  all  of  us  have  some  ques- 
tions that  we  need  to  ask  you,  and  I  would  ask  all  of  the  Members 
to  limit  their  time  to  the  five  minutes,  and  if  time  permits  we  will 
come  back. 

Mr.  Wolf. 

Mr.  Wolf.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  welcome.  Maybe  I  will  be  even  under  the  five  min- 
utes. 
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SANCTIONS  AGAINST  SERBIA 

I  want  to  make  a  couple  of  points,  because  this  is  an  opportunity 
to  speak  for  people  who  may  not  be  able  to  speak.  I  took  my  family 
this  Christmas  to  the  Holocaust  Museum,  and  an  exhibit  is  now  in 
the  Cannon  building,  I  urge  to  you  go  to  see  it,  to  see  the  faces  of 
Sarajevo  and  Mostar.  I  was  in  a  Serb  concentration  camp,  which 
looked  like,  in  some  respects,  what  you  have  seen  of  pictures  of 
Nazi  Germany.  I  was  in  East  Mostar  when  it  was  under  siege.  I 
just  want  to  urge  you  not  to  lift  the  sanctions  against  Serbia.  It 
would  almost  be  immoral  to  do  it. 

I  disagree  on  your  position  with  regard  to  the  arms  embargo,  but 
I  think  reasonable  men  and  women  can  differ  on  that.  But  when 
you  can  see  the  pictures,  and  I  would  urge  you  if  you  get  a  chance 
when  you  leave  here  to  go  to  the  Cannon  building  to  see  the  pic- 
tures, do  not  lift  the  sanctions  on  Serbia. 

You  cannot  trust  Milosevic  to  do  it.  This  could  go  down  in  history 
as  almost  a  black  mark  on  this  country.  Ten,  20,  30  years  from  now 
people  will  debate  this  for  years  and  years, 

HUMAN  RIGHTS 

Secondly,  on  China,  I  agree  with  what  Congresswoman  Pelosi 
said.  I  think  reasonable  men  and  women  can  differ  on  MFN.  But 
we  have  seen  reports  coming  out  of  China  where  they  have  an 
organ  transplant  program  whereby  they  will  shoot  a  prisoner  like 
a  young  man  of  24  or  25  in  the  back  of  the  neck.  They  will  then 
take  the  kidney  out  and  for  $30,000  transplant  it.  And  if  they  need 
a  fresh  kidney,  what  they  will  do  is  cut  the  person  open  while  he 
is  alive  and  they  take  the  kidney  out  and  they  sew  the  man  back 
up,  and  then  they  transplant  the  kidney. 

If  you  are  not  going  to  do  anything  on  MFN,  it  really  is  incum- 
bent to  speak  out  and  be  bold.  Secretary  O'Leary  is  over  there  now 
on  business.  Speak  out,  again.  This  will  be  an  issue  10  or  20  years 
from  now.  People  will  say,  why  didn't  the  United  States  do  some- 
thing— MFN  is  one  thing.  Be  bold  and  speak  out  because  Chinese 
dissidents  are  those  who  will  be  prosecuted  in  Tibet.  Those  in 
churches  being  raided  are  also  worried  about  where  the  United 
States  is  on  these  issues. 

So  be  bold  and  forceful.  If  you  are  going  to  give  them  MFN, 
speak  out.  Every  statement,  every  time  you  speak,  every  time  the 
administration  speaks,  it  helps. 

Thirdly,  I  appreciate  very  much  the  work  that  the  State  Depart- 
ment has  done  and  Mr,  Lake  has  done  with  regard  to  Sudan.  It 
hasn't  been  successful,  and  I  think  you  ought  to  begin  to  reappraise 
our  relationship  with  Sudan,  perhaps  even  moving  toward,  if  nec- 
essary, cutting  off  diplomatic  relations. 

There  is  an  offensive  against  the  South,  There  have  been  a  mil- 
lion and  a  half  people  killed  in  the  last  10  years.  You  know  what 
the  conditions  are  with  regard  to  that. 

But  it  is  time,  again,  for  the  United  States  to  fly  the  flag  boldly 
for  human  rights  and  dignity.  And  I  will  just  kind  of  end  with  that. 

If  you  want  to  comment  on  that,  fine.  If  you  don't,  we  will  just 
kind  of  let  it  roll,  I  believe  these  are  fundamentally  important  is- 
sues. 
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And,  Mr.  Secretary,  I  always  ask  myself,  when  I  am  not  sure 
what  I  am  going  to  do  on  an  issue,  I  always  ask.  Wolf,  how  are  you 
going  to  feel  20  years  from  now  when  you  are  sitting  in  your  rock- 
ing chair  out  in  Virginia?  Are  you  going  to  say  to  your  kids,  you 
know,  I  remember  the  day  when  I  was  in  Congress  when  I  could 
have  done  something  but  I  didn't  because,  or  am  I  going  to  say  I 
did  it,  although  it  was  not  popular,  maybe  people  got  mad  at  me. 
And  on  Bosnia  it  is  not  right  to  lift  the  sanctions.  On  China  it  is 
not  right  not  to  be  forceful  and  speak  out.  And  on  Sudan,  I  would 
hope  you  would  give  that  your  attention  as  well.  That  is  the  end 
of  my  statement. 

Secretary  Christopher.  Congressman  Wolf,  I  don't  think  I  would 
be  doing  my  job  well  if  I  didn't  comment  on  at  least  some  of  your 
points.  I  always  learn  when  I  come  up  here  to  Congress,  and  I  try 
to  listen  and  don't  feel  that  I  have  to  get  in  an  argument  with  ev- 
eryone who  makes  a  point. 

But  I  would  like  to  comment,  if  I  may,  Mr.  Chairman,  on  some 
of  the  points  he  made. 

Your  standard  is  the  same  one  as  mine.  I  try  to  lo(j^  ahead, 
maybe  I  can't  look  ahead  20  years,  but  I  can  look  ahead  a  few 
years.  I  try  to  make  sure  that  what  I  am  doing  now  will  be  satisfy- 
ing at  that  time.  It  is  a  very  rough  standard,  and  I  think  we  all 
try  to  meet  it. 

You  and  I  don't  have  different  goals  with  respect  to  Bosnia.  I 
abhor  the  tragedy  and  suffering  there  as  much  as  you  do  and  I 
know  you  are  deeply  concerned. 

What  we  are  trying  to  do  at  the  present  time,  is  to  get  the  Con- 
tact Group  proposal  or  map  accepted.  The  reason  we  are  trying  to 
do  that  is  because  it  has  a  good  prospect  of  ending  the  fighting.  Not 
an  odds-on  prospect,  not  a  probability,  but  at  least  a  possibility. 

The  alternative  is  a  return  to  the  fighting  and  a  return  to  the 
kind  of  tragic  pictures  that  you  are  pointing  to  and  have  seen.  At 
the  present  time,  conditions  are  probably  better  in  Bosnia  than 
they  have  been  in  the  two  years  that  I  have  been  in  office.  Not  that 
they  are  very  good,  but  except  for  the  Bihac  area,  there  is  relative 
peace  in  Bosnia  at  the  present  time. 

I  am  worried  that  if  something  isn't  done,  when  springtime 
comes,  the  country  will  be  back  at  war.  Therefore,  we  are  doing  ev- 
erjrthing  we  can  to  try  to  create  an  acceptance  of  that  Contact 
Group  proposal,  and  bring  about  a  peaceful  situation. 

The  Contact  Group  proposal  is  not  ideal.  As  the  Bosnian  Govern- 
ment has  described  it,  it  is  sort  of  the  least-worst  plan.  But  it  is 
one  that  they  favor.  The  conversations  that  are  ongoing  in  the  Con- 
tact Group  are  focused  on  how  we  can  get  the  parties  to  accept  that 
plan.  But  there  is  only  one  party  that  hasn't  accepted  it  and  that 
is  the  Bosnian  Serbs. 

So  the  question  is  how  can  we  get  additional  pressure  on  the 
Bosnian  Serbs.  One  way  to  do  it  would  be  to  have  the  Serbian  Gov- 
ernment recognize  the  borders  of  the  multiethnic  State  of  Bosnia. 
That  would  be  a  big  step  forward.  If  we  are  able  to  do  that,  I  think 
it  would  be  justified  to  lift,  not  permanently,  but  for  a  very  short 
period  of  time,  some  of  the  sanctions  to  see  if  that  has  a  favorable 
effect  in  trying  to  create  peaceful  situations. 
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I  can  understand  how  there  could  be  a  difference  of  opinion  on 
that,  Mr.  Wolf  It  is  not  a  perfect  strategy  by  any  means.  But  one 
of  the  points  I  would  like  to  make  to  you,  is  that  we  are  working 
in  very  close  consultation  with  the  Bosnian  Government.  They  sup- 
port that  approach.  I  talked  to  Prime  Minister  Silajdzic  last  night. 
President  Izetbegovic  has  given  his  support  as  well.  It  is  not  an 
ideal  approach,  but  it  happens  to  be  one  thing  we  are  trying  to  do 
now  in  order  to  bring  peace  to  that  terrible  situation  there. 

So  I  urge  you  to  at  least  consider  another  point  of  view  on  that 
subject,  because  I  am  very  concerned  that  if  the  winter  passes,  and 
the  three-  or  four-month  period  of  relative  cessation  of  hostilities 
passes  without  our  having  a  peace  agreement,  there  will  be  an 
eruption  of  fighting  again. 

Just  briefly  with  respect  to  China,  we  have  raised,  through  our 
embassy  and  most  recently  through  Assistant  Secretary  Shattuck, 
the  problem  of  involuntary  organ  transplants.  The  Chinese  insist 
they  are  not  doing  it,  and  we  will  continue  to  press  them  on  that 
subject.  Obviously,  that  would  be  one  of  the  grossest  violations  of 
human  rights  if  it  is  being  done.  We  will  not  rest  until  we  are  as- 
sured that  it  is  not  being  done. 

Finally,  on  the  Sudan,  we  have  placed  that  country  on  the  terror- 
ism list.  It  is  one  of  the  international  outlaws  at  the  present  time. 
I  am  very  concerned  about  what  is  going  on  in  southern  Sudan  at 
the  present  time.  So  you  and  I  don't  differ  on  this  subject,  Mr. 
Wolf 

Thank  you  for  the  opportunity  to  reply  quickly  to  the  three 
points  you  made. 

Mr.  Callahan.  Mr.  Torres. 

Mr.  Torres.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  welcome.  Grood  to  have  a  fellow  Califomian  here 
with  us  today. 

Mr.  Secretary,  given  the  five  minutes  that  I  have,  I  am  going  to 
ask  some  quick  questions  and  perhaps  elicit  a  quick  answer  from 
you. 

UNESCO 

Mr.  Secretary,  given  the  strong  impressions  that  we  have  heard 
both  in  support  and,  of  course,  in  opposition  to  the  resumption  of 
the  U.S.  seat  at  UNESCO,  would  you  provide  for  this  subcommittee 
a  copy  of  the  State  Department's  initiated  interagency  report  which 
addressed  the  question  of  the  resumption  of  U.S.  participation  in 
UNESCO?  Would  that  be  possible,  sir? 

Secretary  Christopher.  Congressman,  I  will  provide  the  report 
if  it  is  not  in  some  way  classified.  But  I  think  you  know  well  our 
position  on  that  subject.  We  think  that  important  strides  have  been 
made  in  UNESCO.  The  United  States  sees  it  as  a  much  stronger 
and  more  efficient  organization  than  it  was  in  the  past.  Our 
present  reasons  for  not  rejoining  it  are  primarily  financial — we 
simply  cannot  afford  a  budgetary  expenditure  of  $60  to  $70  million 
at  a  time  when  this  committee  knows  well  what  our  budgetary  sit- 
uation is. 

So  certainly,  Mr.  Torres,  we  will  supply  it,  unless  it  is  classified, 
but  interagency  papers  frequently  are  the  basis  for  discussion,  and 
they  are  not  public  documents. 

Mr.  Torres.  I  thank  you  Mr.  Secretary. 
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REORGANIZATION 

In  my  absence,  my  colleague  Nita  Lowey  made  some  comments 
regarding  AID's  future.  You  stated  in  your  answer,  I  wasn't  here, 
that  you  support  the  Vice  President's  conclusion  that  this  agency 
and  the  other  agencies  have  to  be  kept  independent. 

However,  we  continue  to  hear  rumbles  here  on  the  Hill,  rumors 
about  proposals  that  are  circulating  about  reorganization.  And  my 
question,  Mr.  Secretary,  is,  would  you  assure  me  that  when  you  say 
you  will  work  with  whatever  Senator  Helms  proposes,  as  I  under- 
stand, that  you  will  first  work  with  our  committee,  work  with 
Members  of  the  House  and  the  Senate  on  this  question? 

We  have  some  pretty  definite  views  about  development  assist- 
ance and  its  importance  to  America's  interests. 

Secretary  Christopher.  Yes,  Mr.  Torres.  I  want  to  be  sure  that 
you  and  the  others  understand  the  context  of  my  reply.  Senator 
Helms  said  he  would  be  developing  a  proposal  in  conjunction  with 
all  the  Members  of  his  committee.  I  took  that  to  mean  that  he 
would  make  a  bipartisan  effort.  I  gave  the  response  that  I  think 
is  the  only  proper  one  for  a  Secretary  of  State  and  said  I  would  be 
pleased  to  work  with  you  and  the  Members  of  your  committee  on 
any  proposal  that  you  put  forward. 

The  same  thing  would  be  true  for  this  committee.  I  think  we 
have  an  obligation,  especially  in  a  situation  where  we  need  to  save 
money,  cut  expenditures  and  avoid  duplication,  to  streamline  these 
agencies. 

However,  I  am  supporting  the  Vice  President's  point  of  view 
strongly,  and  I  will  be  glad  to  work  with  whichever  Members  of 
Congress  would  like  the  State  Department  to  work  with  them.  So 
that  is  the  context  of  my  comment  to  Senator  Helms.  I  make  the 
same  one  to  you,  Mr.  Torres. 

Mr.  Torres.  Thank  you. 

LATIN  AMERICA 

With  my  time  remaining,  Mr.  Secretary,  as  you  pointed  out, 
budget  cuts  have  been  made  in  the  foreign  aid  account  over  the 
past  couple  of  years.  We  have  seen  dramatic  reductions  in  foreign 
aid  funding  for  Latin  America. 

While  the  area  is  geographically  very  important  to  us  security- 
wise,  I  don't  believe,  and  many  of  us  don't  believe,  that  a  real  is 
priority  given  to  that  part  of  the  world.  As  we  look  for  ways  to  re- 
duce spending,  I  think  that  the  Middle  East,  the  New  Independent 
States,  are  going  to  probably  get  some  of  those  priorities. 

What  level  of  importance  do  you  give  funding  for  development  as- 
sistance for  Latin  America? 

Secretary  CHRISTOPHER.  First,  let  me  say  with  respect  to  Latin 
America,  it  is  exceedingly  important  to  us  in  an  overall  sense.  It 
is  the  fastest-growing  market  for  American  products.  It  is  probably, 
next  to  Southeast  Asia,  the  most  promising  opportunity  for  the 
growth  of  American  business  abroad.  So  we  think  that  Latin  Amer- 
ica is  exceedingly  important. 

That's  why  the  President  held  the  Summit  of  the  Americas.  I  be- 
lieve you  were  there,  Mr.  Torres,  in  Miami  last  year? 

Mr.  Torres.  Yes. 
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Secretary  Christopher.  That  was  an  unusual  meeting  because 
of  our  commitment  to  trade  and  investment  throughout  the  hemi- 
sphere. 

I  think  that  you  are  right,  that  we  have  not  been  able  to  devote 
all  the  resources  to  development  assistance  in  Latin  America  that 
we  would  like.  This  year,  I  think  our  budget  has  over  $380  million 
for  Latin  America  in  development  assistance  and  ESF. 

We  are  devoting  a  substantial  sum  to  that  region.  However, 
there  is  no  doubt  that  it  has  been  cut  from  the  past,  but  only  be- 
cause of  budget  stringency,  not  because  we  don't  attach  great  im- 
portance to  Latin  America  and  will  continue  to  do  so. 

Indeed,  it  is  a  marvelous  thing  that  all  Latin  American  countries 
are  now  democracies  except  for  Cuba.  We  have  an  opportunity  to 
work  with  the  countries  there  in  the  great  spirit  of  promoting  de- 
mocracy and  open  markets. 

Mr.  Torres.  Can  we  see  some  attention  to  nontrade  and  non- 
economic  areas,  such  as  peace-related  programs,  judicial  programs, 
say  in  El  Salvador,  assisting  the  National  Civilian  Police?  Can  we 
see  things  of  that  nature  taking  place? 

Secretary  CHRISTOPHER.  I  don't  know  about  that  specifically,  but 
I  will  certainly  look  into  it,  Mr.  Torres.  It  sounds  like  exactly  the 
kind  of  thing  we  ought  to  be  doing. 

One  of  the  things  that  was  discussed  in  Miami,  as  you  recall,  was 
how  we  can  take  some  of  the  lessons  learned  here  of  law  enforce- 
ment and  judicial  systems  and  make  them  available  throughout 
Latin  America  to  the  countries  that  are  new  democracies. 

Mr.  Torres.  Thank  you,  sir. 

Mr.  Callahan.  Just  following  up  with  respect  the  restructuring 
and  the  consolidation,  we  have  not  initiated  any  program  yet,  or  at 
least  I  have  not  on  this  committee,  but  we  have  been  in  contact 
with  Senator  Helms'  people,  and  we  intend  to  work  with  them. 

But  our  priorities  for  the  next  couple  of  months  are  going  to  be 
to  try  and  find  a  way  to  reduce,  in  cooperation  with  you,  Mr.  Sec- 
retary, the  size  of  your  request,  and  our  efforts  are  not  going  to  be 
concentrated  in  the  next  few  weeks  on  any  restructuring  or  reorga- 
nization. 

Mr.  Packard. 

Mr.  Packard.  Thank  you,  Mr.  Chairman. 

RUSSIA 

I  am  sorry  I  couldn't  attend  earlier,  I  was  conducting  a  hearing 
of  my  own.  I  very  much  wanted  to  come  and  discuss  with  you,  if 
I  may,  Mr.  Secretary,  your  proposal  on  aid  to  Russia. 

With  Russia's  problem  in  Chechnya  and  all  the  indications  that 
we  see  steming  from  that  conflict,  it  has  raised  questions  about 
Russia's  commitment  to  democratic  processes,  economic  reform, 
international  standards  of  conduct.  Certainly  the  American  people 
recognize  and  question  their  commitment  to  those  things,  in  addi- 
tion to  the  fact  that  Russia  is  selling  equipment  and  materials,  nu- 
clear materials  to  Iran,  in  essence,  aiding  and  abetting  the  estab- 
lishment of  a  nuclear  capability  there. 

And  yet,  you  have  recommended  and  the  administration  is  rec- 
ommending an  increase  of  foreign  aid  to  Russia.  To  me  that  is  very 
appalling.  I  am  not  a  great  fan  of  foreign  aid  generally,  but  cer- 
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tainly  I  don't  believe  that  we  ought  to  reward  countries  when  they 
do  things  that  are  absolutely  contrary  to  the  best  interests  of  the 
United  States  and  our  own  security. 

I  would  be  very  interested  in  how  you  justify  a  request  of  in- 
creased aid  to  Russia  when  all  the  indications  are  that  they  simply 
are  not  committed  to  the  principles  that  we  are  trying  to  help  them 
establish  in  their  own  country. 

Secretary  Christopher.  Mr.  Packard,  I  hope  I  can  convince  a  fel- 
low Californian  that  there  is  more  merit  than  you  seem  to  think 
there  is  to  our  aid  request.  But  let  me  first  say  that  although  there 
is  a  modest  increase  in  overall  assistance  to  the  Newly  Independ- 
ent States,  that  is,  all  the  States  of  the  former  Soviet  Union,  there 
is  not  an  increase  for  Russia. 

The  increase  will  go  to  the  other  states  of  the  Newly  Independent 
States.  I  think  I  am  roughly  right,  that  Russia  is  down  this  year 
$100  million  from  last  year.  So  the  increase  is  in  aid  to  Ukraine, 
Kazakhstan,  Belarus,  and  the  other  countries. 

But  that  still  doesn't  free  us  from  the  obligation  to  justify  con- 
tinuation of  aid  to  Russia  at  all.  I  would  like  to  address  that.  We 
think  that,  notwithstanding  the  concern  we  have  about  Chechnya 
and  the  concern  we  have  about  Iran,  this  is  not  the  time  to  turn 
our  back  on  reform  and  reformers  in  Russia.  It  is  worthwhile  re- 
membering the  number  of  things  we  have  been  able  to  accomplish 
because  of  our  relationship  with  Russia. 

We  have  only  one  nuclear  state  in  the  former  Soviet  Union,  rath- 
er than  four.  Russia's  cooperation  was  absolutely  essential  in  order 
for  us  to  persuade  Kazakhstan  and  Ukraine  to  give  up  their  nu- 
clear arsenal  and  to  agree  to  the  Nonproliferation  Treaty. 

Russia  withdrew  its  troops  from  the  Baltics,  something  this  coun- 
try has  been  trying  to  achieve  for  50  years.  We  were  able  to  per- 
suade them  to  leave  on  schedule.  We  worked  very  closely  together 
on  that.  We  are  working  together  on  a  number  of  problems  in  the 
Middle  East.  And  so  our  ability  to  work  with  this  new  Russian 
Government  is  one  of  the  reasons  it  is  very  important  to  try  to  keep 
Russia  on  the  path  of  market  and  democratic  reform. 

The  day  there  is  a  reversal  and  they  turn  back  to  dictatorship 
and  instability,  the  expenditures  here  in  the  United  States  are 
going  to  be  many,  many  times  the  amount  of  this  aid  program.  It 
would  take  a  whole  new  analysis  of  our  defense  budget,  I  think,  if 
there  was  a  reversal  in  Russia. 

Our  NIS  aid  program  is  one  we  need  to  watch  very  carefully  and 
monitor  carefully.  But  a  large  amount,  a  substantial  amount  of 
that  request,  for  example,  is  for  dismantling  their  nuclear  arsenal. 
Every  dollar  of  the  aid  is,  in  my  judgment,  in  the  interests  of  the 
United  States.  We  don't  give  the  aid  because  we  think  it  is  some- 
how a  gift  or  charity  to  Russia.  As  long  as  we  measure  it  in  those 
terms,  Mr.  Packard,  I  hope  that  you  would  see  it  as  in  the  best  in- 
terests of  the  United  States. 

This  program  has  had  strong  bipartisan  support  from  this  com- 
mittee and  others  over  the  years.  That  is  because  I  think  we  have 
been  able  to  convince  Members  that  giving  aid  to  Russia  at  this 
point  in  its  history  and  at  this  point  in  its  transformation,  is  justi- 
fied. 

Mr.  Callahan.  Mr.  Obey. 
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Mr.  Obey.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  guess  I  would  simply  say  in  response  to  your 
last  point,  that  I  am  somewhat  baffled  by  Americans  who  seem  to 
have  such  incredibly  high  expectations  about  the  ability  of  Russia 
to  perform  as  a  pluperfect  democracy.  You  know,  we  have  got  a 
country  to  our  immediate  south  that  has  had  the  same  party  in 
power  for  almost  as  long  as  the  Communist  Party  which  was  in 
power  in  the  former  Soviet  Union.  I  don't  see  us  hyperventilating 
about  that. 

I  would  also  like  to  simply  say  that  I  agree  with  your  comments 
about  the  expansion  or  the  designation  of  certain  countries  as  fu- 
ture Members  in  NATO.  I  can't  decide  whether  I  think  the  word 
that  best  describes  that  action  is  "dumb"  or  "dangerous,"  but 
whichever  it  is,  it  is  not  likely  to  be  good  for  the  United  States. 

To  me,  to  single  out  three  or  four  countries  for  expected  inclu- 
sion, means  that  you  single  out  a  good  many  more  than  that  which 
will  clearly  not  be  included.  I  think  that  sends  a  peculiar  message 
to  Russia  with  respect  to  their  future  designs  on  the  Ukraine,  for 
instance,  if  they  continue  to  harbor  some,  and  there  are  a  lot  of 
people  in  Russia  who  do. 

It  sort  of  reminds  me  of  the  Acheson  Act,  when  he  gave  that  fa- 
mous speech  and  declined  to  include  South  Korea  on  the  list  of  peo- 
ple we  would  defend.  And  a  lot  of  people  have  suggested  that  might 
have  led  to  considerable  confusion  and  might  have,  in  fact,  helped 
lead  to  the  Korean  War. 

But  I  do  think  that  the  fact  that  this  action  is  being  taken  by 
the  House  is  ample  evidence  of  what  people  mean  when  they  say 
that  experience  is  that  quality  which  enables  you  to  recognize  a 
mistake  when  you  make  it  again. 

With  respect  to  the  rescission  last  week  of  funds  that  had  been 
intended  for  assistance  in  the  relocation  of  Russian  troops  from  the 
Baltics,  I  have  a  letter  from  the  Embassy  of  Latvia,  and  one  of  the 
sentences  in  that  letter  reads  as  follows. 

"The  President  has  pledged  to  assist  Russia  in  building  housing 
for  Russian  troops  we  believe  removed  one  of  the  obstacles  the  Rus- 
sian Government  has  raised  to  withdraw.  We  are  extremely  grate- 
ful to  the  United  States  Grovemment  for  its  help  in  this  matter." 

I  assume  that  you  share  my  attitude,  which  is  one  of  minimum 
high  regard  for  the  idea  that  the  United  States  ought  not  to  go 
about  publicly  reneging  on  commitments  we  have  made  in  order  to 
facilitate  the  withdrawal  of  Russia  from  the  Baltics? 

Secretary  Christopher.  Mr.  Obey,  it  is  very  important  to  re- 
member in  connection  with  that  issue,  that  it  has  been  United 
States  policy  for  50  years  now,  to  try  to  get  Soviet  and  their  Rus- 
sian troops  out  of  the  Baltics.  It  has  been  one  of  our  highest  objec- 
tives. We  never  recognized  the  Soviet  occupation  of  the  Baltics  be- 
cause we  felt  so  strongly  about  the  independence  of  those  countries. 

I  think  it  was  important  that  the  President  took  the  steps  he  did 
to  make  sure  that  there  would  be  a  Russian  withdrawal.  In  connec- 
tion with  that,  he  committed  himself  to  an  aid  program  to  provide 
housing  for  the  Russian  officers  who  would  be  leaving  the  Baltics 
as  one  of  the  incentives  for  them  to  carry  out  their  troop  withdraw- 
als. 
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As  you  say,  that  was  a  commitment  made  by  the  President,  to 
carry  out  a  very  important  national  goal.  The  goal  was  achieved, 
and  for  us  to  renege  at  this  point  would  be,  I  think,  a  violation  of 
a  commitment  that  we  made.  And  that  is  a  trend  that  I  see  all  too 
frequently,  or  at  least  a  threat  I  see  all  too  frequently. 

I  mentioned  it  in  connection  with  the  notion  that  we  could  now 
simply  say  that  we  are  going  to  apply  all  the  money  we  had  spent 
on  voluntary  matters  for  the  U.N.,  and  thus,  avoid  any  peacekeep- 
ing assessments  that  we  had  committed  to  under  the  U.N.  treaty. 
That  would  be  another  one  of  those  violations  of  our  solemn  word. 
It  is  something  the  United  States  as  a  great  nation  should  not  do. 

So  yes,  I  certainly  agree  with  your  characterization  that  this 
would  be  a  violation  of  a  U.S.  commitment. 

FOREIGN  AID  BUDGET 

Mr.  Obey.  Would  you  describe  for  us  what  you  think  the  effect 
would  be  of  a  20  or  a  30  percent  reduction  in  the  foreign  assistance 
budget? 

I  fully  recognize  the  American  public  is  not  excited  about  provid- 
ing foreign  aid.  I  think  one  of  the  reasons  for  that  is  that  if  you 
take  a  look  at  the  national  polls,  they  think  we  spend  18  percent 
of  our  budget  on  foreign  aid,  when,  in  fact,  we  spend  1  percent. 

As  I  indicated  earlier,  the  amount  this  committee  provides  has 
been  cut  by  30  percent  over  the  past  eight  years.  What  do  you 
think  the  effect  would  be  of  another  20,  30  percent  cut? 

Secretary  Christopher.  I  said  earlier 

Mr.  Obey.  And  why  should  the  man  in  the  street  give  a  hoot? 

Secretary  Christopher.  I  said  earlier,  Mr.  Obey,  that  the  budget 
as  we  present  it,  I  think,  enables  the  United  States  to  stay  engaged 
in  the  world  and  to  lead.  This  is  a  vital  time  for  us  to  do  that.  And 
it  will  pay  big  dividends  for  the  United  States  if  we  stick  to  it.  But 
it  will  be  a  ver}'  heavy  cost  if  we  don't  do  it. 

If  you  were  to  cut  this  budget  20  or  30  percent,  it  would  severely 
impact  our  ability  to  remain  engaged  in  the  world. 

If  you  look  at  the  chart  over  there,  the  gray  line,  that  thin  gray 
line  is  the  total  of  the  International  Affairs  budget,  the  entire 
International  Affairs  budget  compared  to  the  United  States  budget 
as  a  whole.  As  you  say,  only  a  little  bit  more  than  1  percent. 

The  American  people  may  have  reservations  about  foreign  aid. 
That  term  is  sometimes  used  as  a  kind  of  a  swear  word  or  a  slogan. 
But  they  value  very  much  the  results  of  our  international  affairs 
activities.  They  value  the  results  of  what  we  do  around  the  world. 
They  like  to  have  the  freedom  from  the  nuclear  threat.  They  under- 
stand the  importance  of  the  creation  of  jobs  and  open  markets 
around  the  world.  They  want  us  to  achieve  peace  in  the  Middle 
East. 

They  don't  want  to  have  Russia  become  an  enemy  of  ours  and 
force  our  defense  budgets  up  again.  That  is  what  the  International 
Affairs  budget  is  all  about,  and  if  you  slash  it  20  or  30  percent,  it 
would  be  a  step  back  from  United  States  leadership.  It  would  mean 
we  were  no  longer  going  to  be  engaged  in  the  world  in  a  way  that 
was  in  our  best  interests. 

The  Chairman  referred  to  a  document  that  came  from  the  Senate 
Budget  Committee  yesterday.  I  hope  that  is  not  an  official  docu- 


46 

ment  of  that  Committee.  It  looked  to  me  more  like  a  list  that  might 
be  considered.  However,  if  it  is — if  that  is  a  recipe  for  the  future, 
it  is  a  recipe  for  stepping  back  into  an  isolationist  past,  into  a  situ- 
ation of  disengagement. 

We  went  through  that  once  after  World  War  I,  and  we  paid  for 
it  very  heavily  in  the  loss  of  lives  in  World  War  II.  So  I  urge  the 
committee  to  recognize  the  importance  of  maintaining  our  Inter- 
national Affairs  budget. 

Mr.  Callahan.  Your  time  has  expired. 

Mr.  Obey.  I  thank  the  Chair. 

Mr.  Callahan.  Mr.  Lightfoot. 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman.  And  Mr.  Secretary, 
it  is  good  to  see  you  again,  sir.  I  appreciate  the  committee's  indul- 
gence, as  with  Mr.  Packard,  we  have  a  series  of  hearings  of  our 
own  we  are  conducting,  and  it  happens  to  be  at  the  IRS,  not  that 
you  would  be  interested  in  that,  of  course.  But  they  have  some  re- 
sponsibility, I  guess,  in  getting  everything  that  is  on  that  nice  big 
pie  chart  in  it. 

Secretary  Christopher.  I  have  a  personal  interest  at  least  four 
times  a  year. 

Mr.  Lightfoot.  We  are  sure  that  is  always  complied  with. 

Secretary  Christopher.  It  had  better  be. 

HUMAN  RIGHTS  COMMISSION 

Mr.  Lightfoot.  Last  year,  in  our  discussions  in  the  subcommit- 
tee, you  expressed  a  belief  that  many  things  were  possible  in  the 
future  of  Sino-American  relations.  You  also  expressed  the  hope  that 
we  could  one  day  explore  some,  as  you  put  it,  interesting  alter- 
natives such  as  a  bilateral  human  rights  commission. 

As  you  know,  during  the  MFN  debate  in  the  House  last  year,  we 
passed  a  bill  which  would  basically  have  codified  President  Clin- 
ton's decision  to  delink  human  rights  from  the  MFN  debate.  The 
bill  also  included  some  interesting  alternatives,  including  the  cre- 
ation of  a  commission  on  Law  and  Society  in  China. 

Given  such  House  support,  Mr.  Secretary,  would  the  administra- 
tion consider  establishing  such  a  commission  or  even  explore  the 
possibility  of  a  Helsinki-style  commission  for  human  rights,  in  the 
whole  Pacific  Rim,  the  Pacific  area? 

Secretary  CHRISTOPHER.  Mr.  Lightfoot,  I  think  our  thinking  is  in 
the  same  direction,  but  I  am  not  sure  about  the  feasibility  of  a 
human  rights  commission.  If  it  was  a  unilateral  one  created  by  us, 
I  am  not  sure  how  effective  it  would  be  and  I  doubt  the  possibility 
of  the  creation  of  a  bilateral  human  rights  commission. 

CHINA 

However,  I  do  want  to  say  we  are  working  in  the  same  direction. 
Let  me  mention  a  couple  of  things.  First,  we  are  giving  a  lot  of  con- 
sideration to  the  promulgation  of  a  worldwide  standard  for  the  con- 
duct of  American  business,  not  focused  primarily  on  China,  but  fo- 
cused on  the  wholeworld.  I  think  that  could  be  a  very  useful  tool 
to  promote  good  business  practices  by  American  businesses  around 
the  world. 

In  addition  to  that,  we  are  trying  very  hard  to  interest  the  Chi- 
nese  in   promoting  the   rule   of  law.   And   we  are   making  some 
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progress  in  that  direction.  When  I  was  there  last,  I  guess  more 
than  a  year  ago  now,  it  was  a  visit  that  was  advertised  as  not  a 
very  successful  visit,  and,  indeed,  we  didn't  make  much  progress  on 
human  rights.  But  on  programs,  the  best  meeting  I  had  was  with 
five,  legal  experts  with  whom  we  had  a  very  good  discussion  on  the 
importance  of  the  rule  of  law. 

I  am  very  pleased  and  grateful  to  Justice  Kennedy  of  the  Su- 
preme Court  because  he  used  most  of  his  February  recess  to  go  to 
China  and  to  conduct  discussions  on  the  rule  of  law.  While  I  have 
seen  a  preliminary  report,  I  have  not  talked  to  him — I  don't  believe 
he  is  back — ^but  I  understand  he  found  a  high  degree  of  interest  in 
the  rule  of  law  there. 

And  the  discussions  we  are  having  on  intellectual  property  indi- 
cate that  that  may  be  a  good  avenue  for  us  to  pursue  human  rights 
and  pursue  greater  respect  for  the  rule  of  law.  So  we  are  working 
in  that  direction,  Mr.  Lightfoot. 

Although  I  can't  be  enthusiastic  about  your  particular  suggestion 
because  of  its  infeasibility,  I  want  to  you  know  we  have  the  same 
aim  and  are  going  in  the  same  direction.  I  do  commend  Justice 
Kennedy  for  what  he  has  done. 

NATO" 

Mr.  Lightfoot.  I  appreciate  your  comments.  Switching  to  an- 
other part  of  the  world,  a  number  of  us  are  disturbed,  myself  in- 
cluded, on  this  whole  current  House  debate  on  expansion  of  NATO. 
I  think  NATO  worked  because  of  the  Warsaw  Pact  believed  an  at- 
tack on  Western  Europe  would  be  met  with  full  force,  including  nu- 
clear weapons  if  necessary. 

But  if  we  go  back  in  history  to  Poland,  back  in,  say,  1939,  the 
question  arises,  is  it  really  credible  to  extend  NATO  security  guar- 
antee eastward? 

Personally,  I  don't  feel  like  I  am  prepared  to  offer  any  kind  of 
security  assurances  to  nations  east  of  the  current  NATO  bound- 
aries. Particularly  when  a  few  of  those  nations,  and  this  came  from 
your  own  report,  have  at  least  a  desire  to  sell  weapons  and  tech- 
nology nations,  such  as  Iran. 

Your  budget  request  for  fiscal  year  1996  includes  an  increase  for 
the  Partnership  for  Peace  military  activities.  I  guess  the  question 
that  I  would  like  to  have  you  answer,  has  this  really  been  thought 
through  as  to  what  this  could  cost  in  the  long  run,  to  integrate  na- 
tions into  NATO,  such  as  Poland,  and  is  this  just  the  tip  of  the  ice- 
berg? 

Mr.  Callahan.  Mr.  Secretary,  it  is  a  very  important  subject,  but 
at  the  same  time,  it  is  very  important,  too,  that  we  get  to  the  other 
two  Members  this  morning.  But  go  ahead  and  answer  it  as  briefly 
as  you  can. 

Secretary  Christopher.  I  will  try  to  be  brief.  I  appreciate  your 
concern,  Mr.  Lightfoot.  NATO  is  probably  the  most  successful  mili- 
tary alliance  in  the  history  of  the  world.  It  is  not  a  social  club.  And 
expanding  its  membership  is  something  that  ought  to  be  done  very 
deliberately. 

I  think  nations  that  come  in  ought  to  be  able  to  pull  their  weight. 
I  think  there  will  be  a  serious  discussion  before  NATO  is  expanded. 
All  16  Members  of  NATO  will  have  to  concur.  It  will  have  to  come 
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before  the  Senate,  because  the  Senate  would  have  to  ratify  a 
change  in  the  North  Atlantic  Treaty. 

This  is  nothing  that  is  going  to  be  done  in  a  great  rush,  at  least 
from  my  standpoint,  it  shouldn't  be  done  that  way.  That  is  why  the 
United  States  is  proceeding  slowly  and  deliberately.  At  the  same 
time,  I  will  try  to  be  brief  about  this,  but  it  is  very  important  that 
we  look  to  the  integration  of  Europe,  that  we  not  build  another  bar- 
rier or  keep  up  the  barrier  of  present  NATO  size. 

Over  the  long  haul,  and  I  am  talking  about  this  as  a  decade-long 
project,  if  we  can  move  the  borders  eastward  and  embrace  the 
Eastern  democracies  and  bring  them  into  our  structure,  if  we  can 
integrate  all  of  Europe,  for  the  first  time  in  history,  we  will  have 
a  Europe  that  is  integrated  rather  than  broken  down  into  blocs, 
and  then  we  will  have  a  much  better  chance  of  keeping  the  peace. 

So  yes,  let's  be  deliberate,  let's  not  rule  out  the  possibility  of  unit- 
ing Europe  into  a  structure  that  has  served  us  well  in  the  past. 

Mr.  LiGHTFOOT.  Thank  you,  I  have  some  questions  for  the  record 
and  I  appreciate  the  Chair's  indulgence. 

Mr.  Callahan.  Mr.  Knollenberg. 

Mr.  Knollenberg.  Mr.  Secretary,  welcome,  thank  you  very 
much  for  appearing. 

RUSSIA 

I  do  appreciate  the  administration's  point  of  view  on  the  Baltic 
States  situation.  I  want  to  focus  on  something  that  bothers  me  a 
great  deal.  You  seem  to  have  a  higher  comfort  level  with  Russia 
than  I  do. 

Let  me  tell  you  why.  With  respect  what  we  do  with  Russia  in 
terms  of  the  budget,  which  I  think  is  $788  million  now,  it  dropped 
from  $850  billion.  Here  are  the  reasons  I  have  concern  about  Rus- 
sia and  why  we  should  talk  about  reducing  or  restricting  or  lower- 
ing the  amount  of  contribution. 

You  are  very  much  aware,  I  know,  of  the  fact  that  a  senior  Krem- 
lin official  just  yesterday  made  the  comment  that  by  signing  the 
contract,  which  they  did  just  about  a  month  ago  in  Tehran,  that 
Russia  is  literally  arming  Iran.  That  concerns  me. 

It  is  not  just  the  fact  that  Russia  is  arming  Iran.  The  fact  is  also 
that  we  have,  number  one,  with  the  nonproliferation  agreement, 
U.S.  law  requiring  sanction  and  cutoff  of  aid  if,  in  fact,  there  is  ma- 
terial, nuclear  material,  being  transported  to  Iran.  If  the  statement 
is  true,  we  are  endangering  the  situation  in  the  Middle  East,  not 
just  in  Russia. 

The  other  thing  that  bothers  me  a  great  deal  is  that  there  is  still 
a  criminal  element  in  Russia.  One  of  the  statements  that  was  made 
yesterday,  I  believe  the  gentleman's  name  was  Yamakof,  who  said 
that  the  Atomic  Energy  Ministry  desperately  needs  the  money. 
They  need  the  money  so  bad  they  are  willing  to  sell  nuclear  mate- 
rial to  Iran,  which  is  very  volatile.  Nobody  has  to  dispute  that. 

This  criminal  element  in  Russia  could  be  tied  to  into  all  this.  I 
don't  expect  to  you  give  me  in  the  short  time  allowed  a  huge  an- 
swer or  an  explanatory  answer  on  all  of  this.  But  those  are  the 
things  that  bother  me.  I  do  want  to  follow  up  with  the  question. 
So  if  you  want  to  just  comment  for  a  moment,  I  want  to  get  this 
second  question  in  on  Bosnia. 
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Secretary  CHRISTOPHER.  All  right. 

Mr.  Knollenberg.  It  is  a  restriction,  I  know. 

Secretary  Christopher.  Mr.  Knollenberg,  the  Administration 
strongly  opposes  nuclear  cooperation  between  Russia  and  the  Iran. 
We  have  been  making  that  point  to  the  Russians  ever  since  we  first 
met  with  them  in  Vancouver  and  we  will  continue  making  that 
point,  and  we  are  making  some  progress  in  getting  a  commitment 
from  them  not  to  go  forward  with  at  least  future  nuclear  coopera- 
tion with  Iran. 

I  am  very  sorry  to  be  legalistic  about  this,  and  it  is  not  just  be- 
cause I  am  a  lawyer,  but  the  question  of  sanctions  is  a  very  com- 
plicated one.  And  although  we  have  seen  in  the  public  press  that 
sanctions  would  be  required,  our  legal  adviser  has  told  me  that  the 
sanctions  provisions  of  the  law  are  not  be  applicable  in  this  par- 
ticular situation. 

Now,  I  don't  want  to  extend  this  answer,  Mr.  Knollenberg,  but 
I  would  like  to  give  you  a  memorandum  on  this  subject,  because 
I  know  the  position  you  have  taken  on  it  is  a  serious  and  sincere 
one.  It  just  happens  that  my  legal  advice  is  to  the  contrary. 

Mr.  Knollenberg.  Let  me  just  react  with  another  question.  I 
would  appreciate  your  sending  a  memo  with  some  explanatory 
background  on  this. 

BOSNIA 

The  question  I  have  is  on  Bosnia.  In  the  current  budget,  the 
amount  for  Eastern  Europe  has  been  increased  by  $120  million. 
That  in  itself  may  or  may  not  disturb  me,  but  what  does  disturb 
me  is  that  about  34  percent  of  that  $120  million  is  slated  for  recon- 
struction efforts  in  Bosnia.  That  bothers  me. 

What  is  the  stability  of  that  region  that  allows  us  to  think  we 
could  spend  money  on  reconstruction?  In  effect,  it  is  a  horror,  obvi- 
ously, it  is  a  devastating  situation.  But  are  we  earmarking,  setting 
aside  money  for  the  reconstruction  of  Bosnia?  In  my  view,  that  is 
not  a  stable  area.  It  requires,  I  think,  a  second  thought. 

Secretary  Christopher.  Mr.  Knollenberg,  that  may  well  be  a 
product  of  our  hope,  but  it  is  also  a  product  of  the  fact  that  the  sit- 
uation in  Bosnia  is  far  better  than  it  was  before,  and  we  have  set 
aside  a  substantial  sum,  I  think  $60  million,  for  reconstruction  in 
Bosnia.  There  are  vast  areas  of  that  country  that  are  now  rel- 
atively peaceful,  and  where  reconstruction  would  be  highly  desir- 
able. 

We  have,  more  than  any  other  country  in  the  world,  already  sup- 
ported the  humanitarian  situation  in  Bosnia.  Obviously,  the  funds 
would  never  be  expended  except  in  circumstances  where  we 
thought  that  the  reconstruction  was  possible  and  justified.  But  we 
think  that  it  would  be  encouragement  to  the  parties  to  reach  a 
peaceful  settlement  if  they  saw  that  there  would  be  some  funds 
available  for  reconstruction. 

One  of  the  things  that  we  are  saying  to  the  parties  in  Bosnia  is, 
put  this  war  behind  you,  stop  fighting,  stop  this  long  period  of 
venting  your  hatred  toward  each  other,  let's  get  back  toward  a 
peaceful  life. 

I  think  this  $60  million  that  we  hope  the  Congress  will  appro- 
priate is  an  incentive  to  them  to  stop  the  war.  Obviously,  we  would 
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not  expend  the  funds  except  in  circumstances  where  the  recon- 
struction was  justified. 

Mr.  Knollenberg.  Thank  you,  Mr.  Secretary. 

Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  Thank  you. 

I  also  thank  the  gentleman,  Mr.  Bunn,  who  has  waited  very  pa- 
tiently to  ask  some  questions.  I  might  just  inform  the  gentleman, 
don't  be  discouraged,  because  last  year  I  was  in  the  exact  same 
seat  you  are,  and  here  I  am  today.  So  hang  in  there,  thank  you  for 
your  patience. 

Mr.  Bunn. 

Mr.  Bunn.  Thank  you,  Mr.  Chairman. 

MIDDLE  EAST 

Mr.  Secretary,  there  is  a  letter  circulating  in  Congress  which 
calls  on  the  administration  to  move  the  U.S.  embassy  from  Tel  Aviv 
to  Jerusalem  by  1999.  Under  what  circumstances  would  you  rec- 
ommend to  the  President  that  we  make  this  move? 

Secretary  Christopher.  Good  morning,  Mr.  Bunn,  it  is  nice  to 
meet  you. 

Jerusalem  is  one  of  the  most  sensitive,  if  not  the  most  sensitive, 
issues  in  the  whole  Middle  East  peace  process.  The  parties  them- 
selves have  designated  Jerusalem  as  a  final  status  matter,  that  is, 
a  matter  that  will  be  negotiated  between  the  parties  starting  in 
1996.  That  has  been  the  parties'  decision.  We  feel  that  we  should 
not  try  to  interfere  at  this  point  in  what  the  parties  ultimately  de- 
cide. 

The  President  has  indicated  a  good  deal  of  sympathy  toward  the 
position  taken  by  that  letter.  But  he  has  also  said  he  thinks  we 
should  do  nothing  to  interfere  with  or  disrupt  the  process  by  which 
the  parties  might  reach  their  own  conclusion. 

I  am  not  sure  that  answer  is  going  to  be  entirely  satisfactory  to 
you,  but  it  is  the  best  answer  that  I  can  give  at  the  present  time. 
Until  the  parties  have  reached  a  decision  on  this  subject,  I  don't 
think  it  would  be  appropriate  for  the  United  States  to  take  some 
action  that  would  be  precipitous  and  might  interfere  with  the  peace 
process  itself. 

So  I  think  that  essentially  is  the  answer  to  your  question  as  to 
when  I  would  recommend  to  the  President  what  I  would  rec- 
ommend. 

FAMILY  PLANNING 

Mr.  Bunn.  On  another  area,  in  your  testimony,  you  talk  about 
the  need  for  providing  family  planning  around  the  world.  And  you 
referred  to  providing  family  planning  for  those  who  want  it.  By 
those  who  want  it,  do  you  mean  the  people  or  the  governments? 
And  what  if  the  government  may  have  a  coercive  system? 

Secretary  Christopher.  No,  we  are  strongly  opposed  to  any  kind 
of  coercive  family  planning  around  the  world.  We  really  want  to 
work  within  the  laws  of  whatever  country  we  are  dealing  with.  We 
think  that  family  planning  is  important  for  the  reasons  I  men- 
tioned in  my  statement,  because  you  have  too  many  people  trying 
to  use  too  few  resources  on  our  planet. 
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But  we  are  not  trying  to  impose  our  views.  We  strongly  object  to 
forcible  abortion.  We  strongly  object  to  any  coercive  practices  with- 
in countries,  but  we  want  to  try  to  work  with  those  countries  which 
face  this  problem  and  do  want  and  need  our  help. 

Mr.  BUNN.  But  if  we  can  identify  the  countries  that  are  using  co- 
ercion, then  we  should  not  be  financially  supporting  those  pro- 
grams, correct? 

Secretary  Christopher.  I  can  perhaps  answer  by  reference  to 
China,  which  perhaps  you  have  in  mind,  Mr.  Bunn.  We  have  in  the 
UNFPA,  indicated  that  none  of  our  funds  should  be  used  for  sup- 
port of  China  because  of  our  concern  about  practices  in  China.  We 
think  that  the  funds  of  UNFPA  should  not  be  expended  in  China 
for  that  reason. 

I  think  that  is  an  example  of  the  fact  that  we  are  concerned 
about  coercive  practices,  we  simply  try  not  to  have  our  funds  used 
in  that  area,  and  we  will  be  as  specific  and  effective  in  that  regard 
as  we  can  be. 

Mr.  Bunn.  Thank  you. 

Mr.  Callahan.  I  thank  the  gentleman  for  his  patience  and  for 
his  questions.  And  to  all  of  the  committee  Members  here  today,  Mr. 
Secretary,  we  want  to  thank  you  for  coming. 

We  still  have  a  lot  of  questions  that  are  unanswered,  but  at  least 
we  are  on  our  way  to  getting  some  of  the  questions,  questions 
about  the  Iraqi  oil  situation  that  we  just  read  about  in  the  morning 
paper,  questions  about  the  reorganization  or  restructuring  of  the 
aid  programs,  questions  on  China,  on  Russia,  on  NATO,  on  the 
Middle  East,  on  all  of  these,  which  are  going  to  require  a  lot  more 
attention  than  the  time  that  has  been  devoted  to  them  this  morn- 
ing. 

We  certainly  appreciate  your  willingness  to  work  with  us.  This 
is  a  new  process  for  the  new  Majority.  But  it  is  not  our  purpose 
to  interfere.  It  is  not  our  purpose  to  be  the  opposition.  We  want  to 
work  with  the  administration.  We  want  to  ensure  the  same  thing 
that  you  want  to  ensure,  and  that  is  the  ability  to  have  a  strong 
national  policy. 

We  appreciate  so  far  the  cooperation  you  have  given  to  us.  We 
look  forward  to  working  with  you. 

I  might  tell  you,  Mr.  Secretary,  that  we  are  very,  very  serious 
about  the  absolute  need  for  the  very  serious  reductions  that  I  men- 
tioned in  my  opening  statement.  Ajid  on  the  other  hand,  we  want 
to  work  with  you  to  ensure  that  we  do  not  impede  your  ability  to 
do  the  tremendous  job  that  you  have  been  doing  during  this  admin- 
istration. 

We  will  have  some  questions  for  the  record,  which  we  would  like 
you  to  address.  And  we  would  request  that  any  Member  of  the  com- 
mittee that  would  like  to  submit  questions,  submit  them. 

Our  next  meeting  will  be  with  Secretary  Rubin  on  February  the 
28th.  We  look  forward  to  that  meeting. 

And  Mr.  Secretary,  we  thank  you  for  your  patience  and  your  co- 
operation. 

Secretary  Christopher.  Mr.  Chairman,  thank  you. 

This  is  a  joint  endeavor  and  I  appreciate  the  diligence  and  con- 
scientiousness of  the  committee,  and  we  will  work  with  you  every 
step  of  the  way. 
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Thank  you. 

[Questions  and  answers  for  the  record  follow:] 

Questions  for  the  Record  Submitted  by  Chairman  Callahan 

Warsaw  Initiative 

Question.  Since  the  principal  responsibility  of  NATO  membership  is  collective  de- 
fense against  armed  attack,  should  the  focus  of  this  program  (Warsaw  Initiative)  be 
on  developing  combat  capabilities  which  support  NATO  collective  defense  require- 
ments? 

Answer.  Collective  defense  under  Article  5  of  the  North  Atlantic  Treaty  is  a  core 
function  of  NATO.  The  Partnership  for  Peace  will  contribute  to  this  function  by  pre- 
paring aspiring  NATO  members  for  the  obligations  of  membership,  including  collec- 
tive defense.  The  Warsaw  Initiative  is  therefore  an  investment  in  the  Alliance's  se- 
curity, since  it  helps  aspiring  members,  through  participation  in  PfP,  increase  inter- 
operability with  NATO  forces  and  become  familiar  with  NATO  doctrine.  For  Part- 
ners interested  in  joining  NATO,  PiP  will  develop  capabilities  necessary  for  assum- 
ing the  responsibilities  of  membership  in  a  gradual,  incremental  approach.  Over 
time,  NATO  .•^nd  individual  Partners  will  refine  programs  of  cooperation  to  develop 
additional  capabilities  as  appropriate.  PfP  and  the  Warsaw  Initiative  are  now  fo- 
cused on  developing  fundamental  skills  relevant  to  the  diverse  security  challenges 
facing  NATO.  These  skills — applied  and  honed  through  practical  cooperation  in 
peacekeeping,  humanitarian  assistance,  and  search  and  rescue — can  serve  as  build- 
ing blocks  for  future  training  and  missions,  including  in  the  area  of  collective  de- 
fense. 

Question.  Under  NATO's  "Strategic  Concept",  peacekeeping  has  an  important  role, 
but  isn't  peacekeeping  still  secondary  to  tne  primary  responsibility  of  all  NATO 
members — collective  defense  against  an  armed  attack? 

Answer.  Collective  defense  is  one  of  NATO's  core  functions,  and  peacekeeping  is 
one  of  NATO's  important  new  missions.  NATO's  Strategic  Concept  states  that  "man- 
aging the  diversity  of  challenges  facing  the  Alliance  requires  a  broad  approach  to 
security.  This  is  reflected  in  three  mutually  reinforcing  elements  of  Allied  security 
policy;  dialogue,  cooperation,  and  the  maintenance  of  a  collective  defense  capability." 
The  development  of  PfP  Partners'  abilities  to  work  with  NATO  in  the  area  of  peace- 
keeping is  fully  supportive  of  the  Strategic  Concept.  Such  cooperation  through  PfP 
vidll  help  Partners  hoping  to  join  NAiO  prepare  for  the  obligations  of  membership, 
including  collective  defense. 

The  Warsaw  Initiative  is  intended  to  help  achieve  the  goals  of  PfP,  including  the 
development  of  strong  candidates  for  NATO  membership.  We  see  no  contradiction 
between  the  centrality  of  collective  defense  in  Alliance  strategy  and  PfP's  initial  em- 
phasis on  the  development  of  basic  Partner  capabilities  in  such  areas  as  peacekeep- 
ing. This  gradual,  incremental  approach  will  enable  NATO  to  prepare  new  members 
for  all  obligations  of  membership,  including  collective  defense. 

Question.  I  understand  that  some  of  these  (Warsaw  Initiative)  funds  could  be  uti- 
lized to  provide  military  equipment  to  Russia.  Isn't  this  a  bit  premature  given  the 
present  state  of  affairs  in  Russia? 

Answer.  Of  the  $100  million  we  are  requesting  within  the  "Warsaw  Initiative" — 
which  is  designed  to  support  Partnership  for  Peace  activities — only  $25  million 
would  go  to  the  Newly-Independent  States.  Our  internal  deliberations  continue  over 
how  this  $25  million  would  be  allocated,  but  Russia  would  only  receive  a  relatively 
small  portion  of  that  $25  million. 

I  should  emphasize  that  even  this  limited  amount  would  not  represent  what  most 
people  consider  "military  assistance"  and  would  certainly  not  be  used  to  purchase 
"military  equipment."  Instead,  it  would  fiind  Russian  ofBcers'  participation  in  Part- 
nership for  Peace-organized  seminars  on,  for  example,  civilian  control  of  the  mili- 
tary, defense  budgeting  in  a  democratic  context,  and  other  areas  that  we  consider 
crucial  in  advancing  Russia's  long-term  political  evolution. 

The  money  might  also  be  used  to  offset  the  costs  of  Russian  participation  in  PFP 
exercises  designed  to  improve  interoperabihty  between  NATO  and  non-NATO  forces, 
which  would  allow  Russian  troops  to  better  cooperate  with  their  NATO  counterparts 
in  future  peacekeeping  operations. 

Precisely  because  the  political  evolution  in  Russia  is  continuing,  we  believe  that 
now  is  the  appropriate  time  to  provide  this  kind  of  support  to  encourage  the  mili- 
tary's transition  to  democratic  control  and  greater  cooperation  with  NATO  forces. 

Question.  Is  the  requested  level  of  $100  million  adequate  to  meet  the  stated  objec- 
tives of  eventual  NATO  membership  for  these  Central  European  countries?  I  under- 
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stand  that  it  will  be  divided  among  approximately  twelve  countries.  This  would 
seem  to  significantly  dilute  the  overall  impact  of  this  program. 

Answer.  The  Warsaw  Initiative  is  intended  to  help  achieve  PfP  goals,  including 
(1)  to  develop  strong  candidates  for  NATO  membership,  and  (2)  to  serve  as  the 
overarching  framework  for  forging  strong  ties  between  NATO  and  all  its  Partners, 
including  those  who  do  not  join  NATO.  Both  functions  are  critical  to  extending  sta- 
bility and  Alliance  principles  eastward,  and  both  functions  need  our  support.  Favor- 
ing some  countries  while  excluding  others  would  violate  our  fundamental  principle 
of  not  drawing  new  lines  in  Europe.  The  majority  of  our  request  would  benefit  those 
states,  primarily  in  CE,  that  have  participated  most  actively  in  PfP.  In  addition,  the 
Administration  is  requesting  about  $60  million  in  security-related  assistance  for  CE 
states  distinct  from  (but  reinforcing)  Warsaw  Initiative  assistance. 

It  is  too  early  to  know  how  much  it  will  cost  to  prepare  Partners  for  NATO  mem- 
bership. NATO  recently  began  an  internal  study  on  the  principles  and  implica- 
tions— including  costs — of  enlargement.  Enlargement  will  in  any  case  be  a  gradual, 
deliberate  process,  and  we  will  consult  closely  with  Congress  as  this  process  and  the 
study  evolve. 

Security  Assistance  for  Greece  and  Turkey 

The  Administration  has  requested  a  substantial  increase  in  military  loans  for 
Greece  and  Turkey  over  last  year's  enacted  levels.  I  have  three  related  questions 
I  would  like  to  ask  you. 

Question.  First,  why  have  you  asked  for  increased  levels  of  military  aid  to  both 
countries? 

Answer.  While  it  is  true  that  the  Administration's  FY  96  requests  for  Greece  and 
Turkey  represent  an  increase  over  FY  95's  enacted  levels,  they  are  virtually  iden- 
tical with  our  FY  95  requests  for  both  countries. 

The  $450  million  request  for  Turkey  is  necessary  to  fulfill  cash  flow  requirements 
for  the  final  year  of  ftinding  for  Turkey's  F-16  coproduction  program,  and  to  support 
a  few  other  high-priority  defense  needs.  Similarly,  the  $315  million  requested  for 
Greece  is  required  to  complete  high-priority  procurements  in  the  the  final  year  of 
a  five  year  miUtary  modernization  program. 

Question.  Does  the  Administration  intend  to  disburse  these  funds  using  the  7:10 
ratio. 

Turkey  and  Greece  have  different  defense  needs.  We  support  the  legitimate  de- 
fense needs  of  both  countries  and  the  current  strategic  balance  in  the  Aegean. 

Our  FMF  request  for  $315  million  for  Greece  and  $450  million  for  Turkey  in  FY- 
96  works  out  to  a  7:10  balance,  as  it  has  for  many  years. 

Actual  disbursement  of  the  funds  takes  place  on  the  basis  of  discrete  loan  agree- 
ments, and  is  not  governed  by  the  7:10  ratio. 

Question.  State  Department  officials  have  stated  in  their  FY  96  budget  briefings 
that  this  will  be  the  "final  year"  for  military  loans  for  Greece  and  Turkey.  Could 
you  please  confirm  this  and  explain  the  Administration's  justification  for  graduating 
both  countries  ftx)m  the  military  assistance  loan  program? 

Answer.  Payments  for  Turkey's  F-16  coproduction  program  will  end  in  FY  96,  as 
will  the  most  recent  Greek  five-year  modernization  plan.  The  FMF  funding  devoted 
to  those  programs  will  therefore  cease  at  that  time.  Termination  of  FMF  for  these 
programs  does  not,  however,  foreclose  possible  new  FMF  programs  after  FY  96. 

north  KOREA 

Question.  The  administration  has  requested  $22  million  to  support  the  Agreed 
Framework  with  North  Korea.  According  to  administration  documents  these  ftinds 
will  be  used  to  fund  part  of  the  administrative  costs  of  the  organization  supporting 
the  Agreement,  pay  for  a  portion  of  the  alternative  fuel  costs  in  1996,  and  "a  con- 
tribution to  the  light  water  project."  Could  you  please  explain  the  third  element  of 
this  request,  the  "contribution  to  the  light  water  reactor  project?"  Is  this  likely  to 
entail  future  costs  to  the  U.S.  Government?  If  so  what  are  your  current  estimates 
of  these  costs? 

Answer.  In  FY-96,  we  will  ask  Congress  for  $22  million  dollars  for  the  State  De- 
partment to  support  activities  of  the  Korean  Peninsula  Energy  Development  Organi- 
zation (KEDO).  Regarding  the  light  water  reactor  (LWR)  project,  the  Republic  of 
Korea  will  assume  the  central  role  in  funding  that  project.  Japan  also  will  play  a 
significant  financial  role  in  the  LWR  project.  In  conjunction  with  contributions  from 
countries  participating  in  KEDO,  we  plan  to  have  a  portion  of  the  $22  million  re- 
quest to  support  KEDO's  activities  on  the  LWR  project.  The  exact  amount  of  U.S. 
contributions  wiU  depend  on  the  level  of  contributions  from  other  KEDO  members 
and  whether  those  other  contributions  are  earmarked  for  specific  purposes.  Our  cur- 
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rent  estimate  is  that  after  FY-96,  we  will  request  from  Congress  $20-30  million  an- 
nually to  support  KEDO's  activities. 

JORDAN  DEBT  FORGIVENESS 

Question.  Could  you  please  provide  us  with  a  precise  number  on  the  total  amount 
being  forgiven?  How  much  is  military?  What  is  the  amount  and  type  of  the  remain- 
ing non-military  debt?  Why  are  we  being  asked  to  fund  both  tranches  this  year,  par- 
ticularly as  an  add  on  to  last  year's  appropriations?  For  the  record,  could  you  pro- 
vide us  with  information  on  how  the  $275  million  request  was  calculated? 

Answer.  In  FY  94,  Congress  authorized  the  forgiveness  of  all  of  Jordan's  official 
debt  to  the  U.S.,  which  amount  to  approximately  $700  million  at  the  time.  Congress 
also  appropriated  $99  million  to  forgive  approximately  $220  million  of  the  debt.  The 
$220  million  forgiven  in  FY  94  was  USAID  debt.  The  remaining  debt  breaks  down 
as  follows: 

Millions 

DSAA  (military)  $296.3 

USAID 56.4 

EximBank 46.7 

PI^480  (food  aid) 63.6 

Commodity  Credit  Corp 17.5 

Total  480.5 

The  figure  of  $275  million  to  forgive  the  remaining  $480.5  million  in  debt  was  cal- 
culated by  the  Office  of  Management  and  Budget.  These  figures  can,  however, 
change  based  on  several  factors. 

The  Administration  requested  funds  to  forgive  the  remainder  of  Jordan's  official 
debt  to  support  the  rapid,  important  and  risky  steps  Jordan  has  taken  for  peace  and 
to  fulfill  the  President's  commitment  to  support  those  who  take  risks  for  peace.  As 
the  second  Arab  state  to  conclude  a  peace  treaty  with  Israel,  Jordan  acted  coura- 
geously and  exposed  itself  to  the  enemies  of  peace.  It  is  important  that  the  Jor- 
danian people  feel  our  support  and  see  the  fruits  of  peace.  In  addition,  others  in 
the  area  must  see  that  the  U.S.  supports  Jordan. 

Full  debt  forgiveness  will  have  significant  benefits  for  stabilizing  the  Jordanian 
economy,  which  has  been  susceptible  to  swings  in  public  confidence  related  to  the 
peace  process.  Jordan  is  taking  active  steps  to  implement  the  IMF  stand-by  agree- 
ment and  is  meeting  its  target.  Despite  these  efforts,  Jordan  is  hampered  by  one 
of  the  largest  debt  overhangs  in  the  world.  The  steps  Jordan  has  taken  to  reform 
its  economy,  coupled  with  debt  forgiveness,  will  create  a  more  favorable  climate  for 
private  sector  investment,  which  is  key  to  any  economic  growth. 

Forgiving  the  debt  now  is  essential  to  build  the  confidence  of  the  peace  constitu- 
ency in  Jordan  and  in  the  region. 

RUSSIA 

Question.  This  year  I  think  you  will  agree  that  additional  aid  for  Russia  will  be 
a  very  difficult  sales  job  for  you,  and  for  this  subcommittee.  On  page  6  of  your  state- 
ment you  indicate  that  less  than  half  of  the  $788  you  are  requesting  in  a  separate 
account  for  1996  will  go  to  Russia. 

Are  there  other  funds  for  Russia  in  the  request  that  would  significantly  increase 
Russia's  share  of  NIS  funds  in  our  bill? 

For  example: 

How  much  is  the  President  seeking  from  other  accounts  in  our  Subcommittee's 
jurisdiction,  such  as  Eximbank  and  OPIC? 

How  much  of  the  President's  request  from  this  Subcommittee  is  for  non-prolifera- 
tion activities  in  Russia  that  were  formerly  fiinded  through  the  Defense  Subcommit- 
tee's Nunn-Lugar  program? 

Is  the  President  seeking  any  money  from  this  subcommittee  to  pay  for  training, 
exchanges,  or  other  support  for  the  Russian  troops  and  airmen  who  have  been  en- 
gaged in  the  Chechnya  War? 

Answer.  In  addition  to  the  $788  million  request  for  FREEDOM  Support  Act  funds, 
there  are  funds  for  assistance  to  the  NIS  in  the  requests  to  your  subcommittee  for 
Peace  Corps,  OPIC,  Ex-Im,  TDA,  State  and  USIA.  These  agencies  do  not  yet  have 
the  country  breakouts  for  their  programs  in  FY96  but,  in  general,  about  half  of  the 
NIS  assistance  funds  have  gone  to  Russia  in  the  past  (less  than  half  for  Warsaw 
Initiative  and  IMET),  the  other  half  to  the  other  NIS.  The  OPIC,  TDA  and  Ex-Im 
programs  depend  on  demand  for  their  programs  from  the  U.S.  private  sector  so 
these  numbers  are  estimates. 

The  NIS-wide  requests  from  other  150  account  agencies  are  as  follows: 
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Millions 

Peace  Corps  $16 

Ex-Im  100 

OPIC  52.5 

TDA 20 

USIA  60 

State/export  control  15 

IMET 3.8 

Warsaw  Initiative  25 

Of  the  programs  that  were  previously  funded  in  DOD's  CTR/Nunn-Lugar  pro- 
gram, FREEDOM  Support  Act  funds  are  being  requested  for  the  science  centers  in 
FY96,  the  State  Department's  Non-proliferation  F^nd  will  support  the  export  con- 
trol activities  and  DOE  is  requesting  fands  to  support  the  materials  control  and  ac- 
countability program. 

The  only  uinds  in  this  request  that  could  possibly  be  associated  with  soldiers  or 
airmen  involved  in  the  Chechnya  conflict  are  the  funds  to  support  the  Warsaw  Ini- 
tiative and  IMET.  The  Warsaw  Initiative  funds  could  support  Russian  officers'  par- 
ticipation in  Partnership  for  Peace  seminars  on,  for  example,  civilian  control  of  the 
military  and  defense  budgeting  in  a  democratic  context.  The  funds  could  also  be 
used  to  offset  costs  of  Russian  participation  in  P4P  exercises  designed  to  improve 
interoperability  between  NATO  and  non-NATO  forces,  thus  enabling  better  coopera- 
tion in  future  peacekeeping  operations.  The  IMET  funds  provide  professional  mili- 
tary education  for  military  officers  and  resource  management  training  for  civilian 
defense-related  government  personnel  at  U.S.  military  training  and  education  insti- 
tutions. We  would  certainly  not  use  any  Warsaw  Initiative  or  IMET  funds  to  sup- 
port troops  involved  in  the  Chechnya  operation.  I  cannot  promise  that  no  unit  or 
soldier  involved  in  Chechnya  will  ever  take  part  in,  for  example,  a  U.S.-assisted 
Partnership-for-Peace  exercise.  But  if  they  do,  among  the  things  they  will  learn  are 
U.S.  and  NATO  standards  for  the  treatment  of  civilians. 

MIDEAST  PEACE 

Question.  One  rationale  for  the  foreign  aid  we  provide  to  Israel  and  Egjrpt  is  that 
it  supports  those  who  take  risks  for  peace.  If  the  peace  negotiations  result  in  further 
progress  in  the  Middle  East — and  we  all  hope  they  do—does  this  imply  that  the 
United  States  will  be  making  further  commitments,  financial  or  otherwise,  for  those 
nations  that  join  this  process?  If  so,  we  would  be  the  nature  of  this  support? 

Answer.  We  have  not  completed  our  work  on  achieving  a  comprehensive  peace  in 
the  Middle  East.  There  is  stall  much  to  be  done,  and  it  would  be  premature  to  specu- 
late on  what  ways  we  might  support  a  peaceful  settlement  of  the  conflict. 

However,  as  we  get  loser  to  that  goal,  we  will  of  course  be  consulting  closely  with 
the  Congress  on  how  we  and  other  nations  can  help  meet  the  essential  requirements 
for  comprehensive  peace  in  the  region. 

Question.  Mr.  Secretary,  yesterday  in  testimony  on  the  Senate  side  you  indicated 
that  the  fiscal  year  1996  international  affairs  budget  request  of  the  Administration 
is  "austere".  In  that  regard,  you  indicated  that  you  were  not  prepared  to  indicate 
priorities  within  the  budget  request  at  the  current  time. 

If  proposed  supplemental  appropriations  requests  are  backed  out  of  the  Presi- 
dent's budget,  the  total  discretionary  increase  for  international  affairs  programs  is 
$1  billion,  or  5%  over  the  1995  enacted  level.  For  the  Foreign  Operations  sub- 
committee, the  increase  in  discretionary  budget  authority  is  almost  $1.2  billion,  or 
8.7%. 

Do  you  regard  these  increase  as  axistere? 

Given  the  certainty  that  spending  cuts  must  be  made  to  the  President's  requests, 
are  you  prepared  to  indicate  that  your  priorities  are  within  the  international  affairs 
budget  in  general  and  the  foreign  aid  request  in  particular?  Or  are  you  leaving  that 
to  the  Congress? 

Answer.  Yes,  I  would  regard  the  proposed  increases  to  Function  150  as  "austere" 
given  the  series  of  choices  America  faces  today:  between  the  concrete  benefits  of  en- 
gagement and  the  illusion  of  isolationism;  between  sharing  burdens  and  responsibil- 
ities with  others  and  shirking  them  altogether. 

We  cannot  be  the  world's  most  powerful  nation  if  we  do  not  marshall  the  re- 
sources to  stand  by  our  commitments.  We  cannot  lead  if  we  deny  ourselves  the  tools 
of  leadership.  As  the  nation  that  spent  trillions  of  dollars  to  defend  the  free  world 
during  the  four  decades  of  the  Cold  War,  it  would  be  a  historic  mistake  if  America 
now  refused  to  spend  a  tiny  fraction  of  that  sum  to  consolidate  the  remarkable  gains 
we  have  made. 

The  entire  International  Affairs  budget  represents  only  1.3  percent  of  total  federal 
spending.  It  has  absorbed  substantial  real  cuts  in  the  last  several  years,  and  has 
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dropped  by  more  than  forty  percent  over  the  last  decade.  Despite  these  cuts,  the  dol- 
lars spent  have  had  considerable  impact  on  the  lives  of  every  American.  With  the 
ejctraordinary  challenges  we  face,  our  FY  1996  spending  request  of  $21.2  billion  rep- 
resents the  rock-bottom  minimum  that  we  need  to  sustain  American  engagement  in 
the  world  and  advance  our  nation's  vital  interests. 

Because  this  budget  request  represents  our  minimum  requirement,  I  am  not  in 
a  position  to  prioritize  that  various  elements  of  the  request.  Each  component  of  the 
request  is  a  critical  part  of  our  overall  foreign  policy  objectives. 


Questions  for  the  Record  Submitted  by  Congressman  Porter 

BURMA 

Question.  As  you  know,  the  military  controlled  government  of  Burma  that  impris- 
oned Nobel  Peace  Price  Winner,  Aung  San  Suu  Kyi,  has  killed  tens  of  thousands 
of  its  own  people.  Now  this  regime  which  is  strapped  from  cash,  has  evidently  con- 
vinced U.S.  oil  firms  to  help  it  develop  oil  deposits  in  Burmese  territory  that  will 
bring  $400  million  a  year  in  revenues  to  the  military  government. 

Generally,  I  believe  economic  development  helps  human  rights,  democracy  and 
rule  of  law  in  a  country,  but  I  cannot  see  how  a  richer  SLORC — which  has  dem- 
onstrated corruption  and  ruthlessness — will  benefit  the  Burmese  people.  What  can 
be  done  to  ensure  that  U.S.  firms  do  not  inadvertently  give  assistance  to  the 
SLORC,  and  what  are  you  doing  to  promote  changes  in  Burma? 

Answer.  We  have  given  careful  consideration  to  what  we  can  do  to  encourage 
change  for  the  better  in  Burma,  and  how  we  can  assure  that  the  officers  of  Amer- 
ican firms  have  the  information  they  need  to  make  decisions  about  doing  business 
in  Burma. 

On  the  issue  of  change  for  the  better,  we  have  made  clear  to  the  Burmese  regime 
that  Burma's  relationship  with  the  United  States  depends  on  progress  in  three 
areas:  respect  for  internationally  accepted  standards  of  human  rights,  democratiza- 
tion, and  countemarcotics  cooperation.  The  Burmese  Government  understands  that 
if  they  want  a  better  relationship  with  the  United  States,  there  must  be  progress 
in  all  of  these  three  areas.  If  there  is  no  progress,  they  know  our  relationship  will 
deteriorate. 

Under  the  terms  of  our  current  policy  in  Burma,  any  prospective  businessman 
who  contacts  a  U.S.  Government  officer  to  discuss  business  prospects  in  Burma  is 
briefed  on  the  docimiented  violations  of  human  rights  in  Burma.  For  investors  con- 
sidering projects  in  extractive  sectors  and  projects  of  longer  duration,  the  U.S.  Gov- 
ernment officer  will  emphasize  that  over  the  life  of  these  projects  a  successor  gov- 
ernment might  well  cancel  an  arrangement  made  with  the  current  Burmese  regime. 
In  short,  to  the  degree  that  investors  and  businessmen  seek  our  advice  on  doing 
business  in  Burma,  they  are  very  clearly  exposed  to  the  political  risks  of  doing  busi- 
ness there. 

In  addition,  important  U.S.  Government  programs  which  have  the  effect  of  en- 
couraging investment  and  U.S.  exports,  such  as  the  Generalized  System  of  Pref- 
erences (GSP)  program,  OPIC  insurance  and  Eximbank  financing,  are  not  available 
in  Burma.  Given  the  acknowledged  political  risks  of  investing  in  Burma,  and  the 
difficulty  of  doing  business  there,  the  absence  of  these  programs  is  a  formidable 
practical  barrier  to  many  investors,  and  almost  certainly  restrains  investment  and 
business  between  Burma  and  the  United  States. 

As  a  result  of  Burma's  failure  to  be  certified  as  cooperating  with  the  U.S.  on  sup- 
pressing the  traffic  in  narcotics,  the  U.S.  also  is  required  by  law  to  vote  against  as- 
sistance to  Burma  from  international  development  assistance  organizations.  Partly 
as  a  result  of  U.S.  opposition,  Burma  receives  very  little  in  the  way  of  project  assist- 
ance from  international  lending  agencies. 

In  short,  our  poUcy  is  to  neither  encourage  nor  discourage  investment/business 
with  Burma.  Additional  restrictions,  in  particular  specific  restrictions  on  trade  and 
investment,  do  not  seem  advisable  in  the  absence  of  broad  international  support  for 
such  sanctions. 

As  the  recent  passage  by  consensus  of  the  fift;h  annual  UN  General  Assembly  Res- 
olution on  Burma  demonstrated,  the  overwhelming  majority  of  countries  in  the 
world  continue  to  demand  more  respect  for  international  standards  of  human  rights 
from  the  Burmese  military  regime.  Some  countries  believe  that  this  goal  is  best  pur- 
sued by  more  economic  and  political  engagement.  Some  countries,  including  Burma's 
neighbors  and  others  in  the  region  and  outside  it,  believe  this  goal  is  best  pursued 
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through  economic  and  political  engagement.  As  long  as  they  hold  this  view,  there 
is  no  option  of  an  economic  embargo  of  Burma. 

TURKISH  HUMAN  RIGHTS 

Question.  Will  you  request  military  assistance  for  Turkey  next  year  and,  if  so,  why 
not  continue  the  phasing  down  of  assistance,  as  Congress  has  done  in  the  past  sev- 
eral years,  this  year  rather  than  asking  for  an  increase  in  light  of  the  worsening 
human  rights  situation  there? 

Answer.  The  Administration's  FY  96  FMF  request  for  Turkey  ($450  million)  is  vir- 
tually the  same  as  for  FY  95  ($453  million).  This  amount  is  necessary  to  fulfill  cash 
flow  requirements  for  the  final  year  of  funding  for  Turkey's  F-16  coproduction  pro- 
gram, and  support  a  few  other  high-priority  defense  needs. 

Termination  of  FMF  for  the  F-16  program  does  not  foreclose  possible  new  FMF 
programs  in  the  future.  Turkey  is  now  at  the  crossroads  of  many  of  the  issues  of 
importance  to  the  U.S.  on  the  Eurasian  continent — including  NATO,  the  Balkans, 
the  Aegean,  Iraq  sanctions,  Russian  relations  with  the  "near  abroad,"  peace  in  the 
Middle  East,  and  transit  routes  for  Central  Asian  oil  and  gas. 

The  United  States  is  seriously  concerned  about  Turke/s  human  rights  situation, 
and  we  continue  to  engage  the  GOT  in  a  frank,  frequent  and  high-level  dialogue  on 
this  critical  issue.  We  believe,  however,  that  punitive  restrictions  on  assistance 
would  undermine  our  security  interests,  and  reduce  our  leverage  on  human  rights 
as  well  as  the  bilateral  and  political  influence  we  gain  from  assistance. 

CYPRUS 

Question.  I  understand  Ambassador  Holbrooke  recently  traveled  to  Nicosia,  Cy- 
prus, presumably  in  connection  with  ongoing  negotiations  for  the  reunification  of 
that  country.  What  is  the  status  of  the  C3T)rus  situation  and  is  there  reason  for  opti- 
mism regarding  the  Cyprus  situation? 

Answer.  Assistant  Secretary  Holbrooke  did  travel  to  Nicosia  in  January  1995, 
when  he  met  with  the  leaders  of  both  communities  to  discuss  the  state  of  the  UN 
negotiations 

In  addition.  Presidential  Emissary  Richard  Beattie  was  appointed  to  his  position 
in  January.  He  and  Special  Cyprus  Coordinator  James  Williams  visited  Nicosia  and 
Greece  in  February  and  Turkey  during  the  week  of  March  6  to  further  explore  the 
possibility  of  resuming  talks  and  the  basis  of  these  negotiations.  They  also  met  with 
Prime  Minister  Ciller  to  urge  Turkey  to  take  an  active  role  in  getting  the  Turkish 
Cypriots  to  clearly  state  their  commitment  to  federation  and  a  single  sovereignty. 
In  addition,  Williams  has  traveled  to  London,  Brussels,  and  Moscow  to  consult  with 
key  allies  on  the  issue. 

On  March  6,  the  European  Union  agreed  to  begin  accession  talks  with  the  Repub- 
lic of  Cyprus  six  months  after  the  end  of  the  Intergovernmental  Congress,  which 
will  begin  in  1996. 

Aside  from  our  support  for  the  expansion  of  the  European  Union,  we  believe  that 
EU  membership  for  the  entire  island  of  C3T)rus  would  be  beneficial  to  Europe,  Cy- 
prus, and  the  region.  We  are  hopeful  that  the  accession  process  can  serve  as  a  cata- 
lyst for  the  two  communities  to  make  the  compromises  necessary  to  find  a  fair  and 
balanced  solution  to  this  long-standing  problem. 

RADIO  FREE  ASIA 

Question.  Radio  Free  Asia  was  endorsed  by  President  Clinton  when  he  was  a  can- 
didate for  President  and  included  as  part  of  the  President's  comprehensive  China 
policy  announced  last  May.  But,  it  was  not  even  specifically  requested  in  the  Presi- 
dent's FY96  budget. 

As  you  know,  last  year  the  House  overwhelmingly  voted  funds  to  start  Radio  Free 
Asia,  but  I  understand  the  President  has  not  made  the  necessary  nominations. 
When  can  we  expect  the  process  of  implementing  RFA  to  get  underway? 

Answer.  The  International  Broadcasting  Act  of  1994  directs  the  President  to  ap- 
point members  of  the  Broadcasting  Board  of  Governors,  which  will  submit  to  Con- 
gress a  detailed  plan  for  the  establishment  and  operation  of  Radio  Free  Asia.  We 
expect  the  White  House  to  submit  a  list  of  proposed  board  members  to  the  Senate 
when  review  procedures  have  been  completed. 

For  FY  1996,  the  Administration  has  requested  $10  million  for  Radio  Free  Asia. 
This  is  in  addition  to  the  $10  million  appropriated  for  Radio  Free  Asia  in  FY  1995. 

Funding  for  Radio  Free  Asia,  VOA,  Worldnet,  RFE/RL,  and  Cuba  Broadcasting 
has  been  combined  into  the  account  for  International  Broadcasting  Operations. 
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TIBET 

Question.  It  appears  the  U.S.  policy  toward  China  involves  more  high-level  meet- 
ings between  U.S.  and  Chinese  officials.  Is  the  issue  of  Tibetan  autonomy,  and  par- 
ticularly population  transfer  into  Tibet,  raised  forcefully  and  what  is  your  plan  to 
address  this  issue? 

Answer.  We  have  sought  positive  Chinese  action  on  Tibet  issues  despite  our  long- 
standing policy  of  acknowledging  Chinese  sovereignty  over  Tibet.  We  note  that  this 
policy  is  consistent  with  the  view  of  the  entire  international  community,  including 
China's  neighbors:  no  country  recognizes  Tibet  as  a  sovereign  state.  It  is  within  this 
policy  context  that  we  seek  improved  treatment  of  all  peoples  inhabiting  the  Peo- 
ple's Republic  of  China,  including  Tibetans. 

For  Tibetans,  Tibet  is  not  confined  to  the  present-day  Tibetan  Autonomous  Region 
(TAR)  but  also  includes  the  traditional  Tibetan  provinces  of  Amdo  and  Kham,  now 
part  of  neighboring  provinces  Qinghai,  Sichuan,  Gansu  and  Yunnan.  This  concept 
effectively  doubles  the  size  of  Tibet,  encompassing  territory  where,  after  a  hundred 
years  of  internal  migration,  Han  Chinese  now  outnumber  Tibetans.  The  Tibetans 
fear  the  Chinese  government  is  encouraging  Han  Chinese  migration  to  Tibet  to 
make  Tibetans  a  minority  in  their  own  land. 

Freer  movement  of  people  throughout  China  in  recent  years,  and  the  prospect  of 
economic  opportunity  in  Tibet,  has  led  to  a  substantial  increase  in  the  non-Tibetan 

Eopulation  (including  China's  Muslim  Hui  minority  as  well  as  Han  Chinese)  in 
hasa  and  other  urban  areas.  Most  of  these  migrants  profess  to  be  temporary  resi- 
dents, but  small  businesses  run  by  ethnic  Han  and  Hui  peoples  (mostly  restavtrants 
and  retail  shops)  are  becoming  more  numerous  in  or  near  some  Tibetan  towns  and 
cities.  Roughly  one-third  of  the  population  of  Lhasa  is  Han  Chinese.  Chinese  offi- 
cials assert  that  95  percent  of  Tibet's  officially  registered  population  is  Tibetan,  with 
Han  and  other  ethnic  groups  making  up  the  remainder.  Increased  economic  develop- 
ment will  likely  mean  the  transfer  to,  or  temporary  duty  in,  Tibet  of  a  greater  num- 
ber of  non-Tibetan  technical  personnel,  and  may  also  increase  the  number  of  immi- 
grants from  China's  large  floating  popiilation  seeking  to  take  advantage  of  new  eco- 
nomic opportunities. 

The  United  States  continues  to  urge  both  the  Chinese  government  and  the  Dalai 
Lama,  as  leader  of  the  Tibetans  in  exile,  to  resume  direct  talks  without  delay  or 
preconditions,  and  on  a  specific  agenda.  We  do  not  have  a  blueprint  for  the  shape 
of  a  poUtical  settlement  of  the  Tibetan  question;  any  such  settlement  must  be  nego- 
tiated directly  between  the  two  sides. 

HONG  KONG 

Question.  On  July  1,  1997,  Hong  Kong  will  revert  to  Chinese  sovereignty.  In  light 
of  the  type  of  human  rights  abuses  highlighted  in  the  1994  State  Department 
Human  Rights  Reports,  the  Hong  Kong  people  must  look  at  this  event  with  great 
trepidation. 

Hong  Kong  is  important  to  the  United  States  as  a  major  trading  partner,  the  loca- 
tion of  hundreds  of  U.S.  companies  and  tens  of  thousands  of  U.S.  citizens,  and  the 
home  of  over  five  million  individuals  who  face  a  very  uncertain  future. 

What  is  the  State  Department's  plan  to  help  to  strengthen  the  institutions  of  de- 
mocracy, human  rights,  rule  of  law  and  free  markets  in  Hong  Kong  prior  to  the  Chi- 
nese take  over? 

Answer.  Under  the  terms  of  the  Sino-British  Joint  Declaration,  Hong  Kong  will 
retain  a  "high  degree  of  autonomy"  following  reversion,  in  all  but  defense  and  for- 
eign affairs.  Government  positions  will  be  filled  by  local  residents  and  Hong  Kong's 
system  of  government  and  laws  will  continue.  Hong  Kong's  economic  system  will  re- 
main unchanged.  It  will  still  remain  a  free  port  and  a  separate  customs  territory 
from  China.  The  Joint  Declaration  and  Hong  Kong's  Basic  Law,  if  implemented  as 
agreed  upon,  will  ensure  the  concept  of  "one  country,  two  systems." 

The  United  States  has  long  standing,  wide-ranging  and  strong  relations  with 
Hong  Kong  and  its  people.  Following  China's  resumption  of  sovereignty,  we  expect 
to  maintain  our  close  contacts  with  the  Hong  Kong  government  and  people,  and 
many  U.S.  businesses  continue  to  make  long-range  investments  in  Hong  Kong's 
economy.  The  continuation  of  Hong  Kong's  economic  system  guarantees  continued 
free  market  practices  after  1997. 

American  organizations,  particularly  NGOs,  have  established  programs  to 
strengthen  civil  institutions  and  civil  liberties  in  Hong  Kong  up  to  and  after  the 
transition.  At  the  highest  levels,  the  U.S.  government  raises  our  concerns  with  Chi- 
nese leaders  to  ensure  that  they  understand  our  interest  in  a  smooth  transition  and 
in  preserving  Hong  Kong's  stability  and  prosperity.  The  best  assurance,  however, 
the  Hong  Kong's  transition  will  be  stable  and  that  Hong  Kong  residents  will  con- 
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tinue  to  enjoy  personal  liberties  after  reversion  is  a  stable  and  open  China.  Through 
its  policy  of  engagement,  the  Administration  is  working  to  help  ensure  that  China 
continues  to  pursue  a  policy  of  openness  to  the  outside  world. 

ALBANIAN  HUMAN  RIGHTS 

Question.  After  several  trials  and  a  host  of  irregfularities,  the  government  of  Alba- 
nia recently  released  four  Greek-Albanians  who  had  been  arrested  in  Albania  for 
supposed  treason  and  illegal  weapons  possession.  The  entire  episode  calls  into  ques- 
tion the  level  of  commitment  the  Albanian  government,  under  President  Sali 
Berisha,  has  to  the  rule  of  law  and  human  rights. 

Albania  is  clearly  struggling  to  transform  from  an  isolationist,  communist  state 
to  a  modem  democratic  one.  Could  you  comment  particularly  on  the  case  I  have 
mentioned,  and  also  on  the  State  Department's  overall  efforts  to  promote  democracy, 
rule  of  law,  and  human  rights  in  Albania? 

Answer.  We  have  full  confidence  in  the  GOA's  commitment  to  the  rule  of  law  and 
human  rights.  The  serious  procedural  defects  noticed  in  the  Omonia  case  may  well 
reflect  a  pattern  of  judicial  weakness.  We  are  therefore  pleased  that  substantial 
progress  toward  resolving  the  case  has  been  achieved  under  Albanian  judicial  proce- 
dures. 

USIA,  USAID,  the  International  Media  Fund,  the  International  Republican  Insti- 
tute (IRI),  the  National  Democratic  Institute  (NDI),  and  the  U.S.  Congress'  Frost 
Task  Force  provide  a  wide  range  of  technical  assistance,  and  equipment  to  strength- 
en democratic  institutions  and  independent  media. 

We  are  helping  to  transform  the  judiciary  from  its  old,  communist  mold.  The 
American  Bar  Association's  Central  and  Eastern  European  Law  Initiative  (CEELI) 
has  provided  resident  liaisons  who  work  with  the  growing  number  of  private  law- 
yers and  assist  in  developing  commercial  law.  CEELI  short-term  legal  advisors  have 
also  provided  training  to  the  Tirana  District  Court  and  the  General  Prosecutor's  Of- 
fice. Under  the  Rule  of  Law  program,  a  U.S.  assistant  attorney  has  advised  the  Min- 
istry of  Justice  on  reform  of  criminal  law,  administrative  law,  and  government  eth- 
ics. Commercial  Law  Development  Program  legal  advisors  have  assisted  Ministry  of 
Trade  staff  in  implementing  the  international  economic  and  trade  agreements  to 
which  Albania  is  now  a  signatory.  The  regional  "Law  and  Democracy"  program, 
which  offers  training  in  the  detection  and  prosecution  of  corruption,  white  collar  and 
organized  crime,  will  be  extended  to  Albania  this  year. 

Overall,  Support  for  East  European  Democracy  (SEED)  funds  for  Albania  through 
FY  1994  totalled  $68  million,  and  $28.5  million  has  been  allocated  in  FY  1995.  Pri- 
orities for  1995  include  promotion  of  agricultural  development,  development  of  a 
market  economy,  advancement  of  democratic  institutions  and  improvements  in  qual- 
ity of  life. 

THE  HUMANITARIAN  AID  CORRIDORS  ACT 

Question.  The  Humanitarian  Aid  Corridor  Act  would  prohibit  any  U.S.  assistance 
to  nations  that  block  U.S.  humanitarian  aid  to  a  country,  which  is  tantamount  to 
actively  opposing  U.S.  policy. 

I  am  an  original  cosponsor  of  this  bill  and  believe  it  should  be  U.S.  law.  What 
are  your  thoughts  on  the  Humanitarian  Aid  Corridors  bill  in  general  and  the  Amer- 
ican situation  in  general? 

Answer.  We  strongly  believe  people  in  need  should  be  able  to  receive  humani- 
tarian assistance  from  whomever  offers  it.  We  have  actively  worked  through  diplo- 
matic channels  to  encourage  the  speedy  and  efficient  flow  of  such  aid.  While  we 
fully  support  the  ultimate  objective  of  the  Humanitarian  Aid  Corridors  Act,  we  be- 
Ueve  enactment  of  this  provision  would  make  it  more  difficult  to  render  aid  to  peo- 
ple in  need  and  would  undermine  higher  priority  U.S.  foreign  poUcy  and  national 
security  interests. 

Specifically,  we  have  several  reservations  regarding  the  Corridors  bill: 

'There  is  no  clear  definition  as  to  what  constitutes  a  "restriction"  on  the  delivery 
of  humanitarian  assistance.  The  vagueness  of  the  statute  would  leave  the  United 
States  open  to  both  domestic  and  foreign  charges  of  applying  the  amendment  in  an 
inequitable  manner. 

The  amendment  could  conceivably  be  applied  not  only  to  those  states  which  have 
physically  closed  their  borders  to  onward  transit  of  aid,  but  also  to  those  which  indi- 
rectly impede  the  flow  of  goods  through  the  imposition  of  taxes  and  customs  duties 
on  aid.  The  provision  could  therefore  apply  at  one  time  or  another  to  a  high  percent- 
age of  those  states  which  we  consider  important  for  national  security  or  otiier  for- 
eign policy  reasons. 


60 

The  bill  could  even  be  read  as  prohibiting  disaster  assistance,  despite  the  long- 
held  view  that  such  aid  should  not  be  prohibited  because  of  political  reasons. 

As  we  have  seen  with  Section  907  of  the  FREEDOM  Support  Act  on  Azerbaijan, 
enactment  of  this  kind  of  provision  is  not  likely  to  lead  to  the  lifting  of  embargoes. 

In  addition  to  these  concerns  to  the  bill  in  general,  I  am  also  concerned  over  how 
the  bill  could  affect  our  relations  with  particular  countries.  For  example,  such  legis- 
lation could  seriously  affect  our  ties  with  a  key  NATO  ally  like  Turkey,  which  has 
staunchly  supported  many  critical  U.S.  policy  objectives  in  recent  years. 

The  Government  of  Turkey,  despite  substantial  domestic  pressures,  maintained 
an  open  border  and  allowed  aid  to  transit  to  Armenia  until  the  spring  of  1993,  when 
Nagorno-Karabakh  Armenians  seized  Azeri  territory  outside  the  disputed  area.  Tur- 
key closed  its  border  in  response.  Since  then,  it  has  indicated  willingness  to  reopen 
the  border  once  Nagorno-Karabakh  forces  have  withdrawn  from  the  disputed  terri- 
tory. Moreover,  the  Turkish  and  Armenian  governments  continue  to  discuss  bilat- 
eral issues,  including  opening  the  border.  Enactment  of  the  Humanitarian  Aid  Cor- 
ridors Act  could  increase  Turkish  ill  will  towards  Armenia  and  lead  the  Turkish 
government  to  abandon  attempts  at  improving  relations. 

For  these  reasons,  we  believe  the  issue  of  opening  humanitarian  aid  corridors  is 
one  best  handled  through  direct  contact  with  individual  governments. 

ARMENIAN  DOMESTIC  SITUATION 

Armenia  has  made  significant  progress  in  its  economic  reform  program,  in  no 
small  part  because  of  our  large  assistance  program.  The  IMF  estimates  that  there 
was  a  one  percent  rise  in  the  economy  in  the  first  10  months  of  1994,  the  only  one 
of  the  NIS  to  register  a  positive  growth  rate.  The  IMF  projects  growth  of  5  percent 
for  1995.  Moreover,  as  part  of  the  IMF  program,  bread  prices  were  raised  by  a  factor 
of  ten,  the  tax  base  was  widened  and  the  rate  structure  simplified.  A  subsidy  on 
electricity  was  ehminated.  Inflation,  in  the  3-6  percent  range  during  the  summer, 
rose  to  14  percent  in  November.  Much  of  this  increase  was  due  to  the  price  liberal- 
ization and  wage  and  compensation  payments  to  help  target  groups  cope  with  the 
bread  price  increases. 

Armenia  is  also  proceeding  with  the  privatization  of  ten  large  state  enterprises 
and  has  promised  to  publish  the  procedures  for  medium/large  enterprise  privatiza- 
tion. Despite  these  advances,  the  IMF  believes  a  substantial  financing  gap — close  to 
$100  million — will  remain  for  the  second  half  and  could  force  further  tightening  if 
unfilled. 

However,  Armenia's  development  has  been  greatly  hampered  by  the  ongoing  con- 
flict in  Nagorno-Karabakh.  Long-term  growth  and  stability  are  feasible  only  if  the 
conflict  is  peacefully  resolved  through  an  internationally  recognized  agreement  ac- 
ceptable to  all  sides.  For  that  reason,  the  U.S.  has  been  active  in  the  OSCE's  Minsk 
Group,  which  has  mediated  the  dispute,  and  has  supported  the  OSCE's  efforts  to 
establish  a  multinational  peacekeeping  force  for  the  region. 

ARAB  BOYCOTT 

Question.  To  what  extent  have  Arab  nations  ended  the  secondary  boycott  of  Is- 
rael? What  steps  has  the  Administration  taken  to  persuade  other  Arab  states  to  lift 
the  secondary  boycott  and  to  rescind  the  primairy  boycott  as  well? 

Answer.  The  past  six  months  have  witnessed  significant  progress  in  the  Adminis- 
tration's efforts  to  achieve  an  end  to  the  Arab  League  boycott  of  Israel.  In  Septem- 
ber 1994,  GCC  states  announced  publicly  an  end  to  their  adherence  to  the  secondary 
and  tertiary  aspects  of  the  boycott  and,  furthermore,  pledged  to  support  "all  or  any 
initiative"  for  an  Arab  League  "review"  of  the  boycott  in  all  its  aspects.  In  conclud- 
ing its  October  1994  treaty  with  Israel,  Jordan  promised  to  end  its  adherence  to  all 
boycotts  against  Israel  and  to  work  for  an  end  to  boycotts  of  Israel  by  third  coun- 
tries. 

We  believe  there  is  a  growing  recognition  that  the  boycott  is  inconsistent  with  ef- 
forts to  promote  trade,  investment,  and  economic  development.  Participants  in  the 
first  Middle  East/North  Africa  Economic  Summit,  held  in  Casablanca,  Morocco  last 
October  and  November  noted  favorably  the  GCC's  action  and  agreed  on  the  impor- 
tance of  overcoming  as  soon  as  possible  boycotts  and  "other  barriers  to  trade  and 
investment."  On  February  8  in  Taba,  Egypt  Commerce  Secretary  Brown,  his  Egyp- 
tian, Jordanian,  and  Israeli  counterparts,  and  a  representative  of  the  Palestinian 
Authority  jointly  proclaimed  their  "support  for  an  end  to  the  boycott  of  Israel." 

These  are  significant  steps,  and  we  look  forward  to  their  fiill  implementation. 
With  respect  to  enforcement  of  the  secondary  and  tertiary  aspects  of  the  boycott,  we 
note  that  in  many  Arab  League  states,  including  those  that  have  yet  to  announce 
steps  against  the  boycott,  a  U.S.  firm's  blacklist  status  no  longer  prevents  it  from 
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doing  business.  However,  public  and  private  sector  firms  in  a  number  of  Arab 
League  states  continue  to  solicit  boycott-related  information  from  U.S.  firms — much 
of  it  information  that  U.S.  firms  cannot  legally  provide.  Many  of  these  requests  for 
information  are  contained  in  standard  commercial  documents  and  forms.  We  are 
currently  pressing  Arab  League  states  to  give  greater  attention  to  eliminating  the 
practice  oi  soliciting  boycott-related  information  from  U.S.  firms. 

Publicly  and  in  diplomatic  channels,  we  continue  to  urge  Arab  League  states  not 
only  to  announce  an  end  to  their  own  adherence  to  the  boycott,  but  also  to  work 
for  a  formal  Arab  League  resolution  ending  the  boycott  in  its  entirety. 

JERUSALEM 

Question.  Would  the  Administration  support  moving  the  embassy  to  Jerusalem 
following  the  conclusion  of  Israeli-Palestinian  negotiations? 

Answer.  Jerusalem  is  an  extremely  sensitive  issue.  Jerusalem  is  an  important 
symbol  for  Israel  and  the  Jewish  people,  as  well  as  for  Christians,  MusUms,  Pal- 
estinians and  Arabs. 

Israel  and  the  Palestinians  agreed  in  the  historic  Declaration  of  Principles,  signed 
in  September  1993,  that  the  issue  and  status  of  Jerusalem  should  be  negotiate  as 
part  of  the  permanent  status  negotiations  that  are  slated  to  begin  as  early  as  May 
1996. 

It  is  the  President's  view  that  we  should  do  nothing  to  undermine  or  preempt 
those  negotiations,  or  harm  the  piu-suit  of  Arab-Israeli  peace. 

HUMAN  RIGHTS 

Question.  Last  May  the  President  mentioned  his  support  for  voluntary  principles 
on  human  rights  for  U.S.  businesses  operating  in  China.  Will  the  President  raise 
the  issue  and  try  to  promote  voluntary  human  rights  standards  with  his  G-7  coun- 
terparts in  Nova  Scotia  in  July? 

Answer.  The  Political  Directors  for  the  G-7  will  be  attending  a  planning  meeting 
for  the  July  G-7  meeting  in  Vancouver,  Canada,  on  March  2^24.  Issues  that  will 
be  placed  on  the  agenda  will  be  discussed  at  that  time  and  we  will  recommend  that 
human  rights  be  among  them.  We  are  continuing  consultations  on  the  development 
of  a  set  of  voluntary  business  principles  for  use  in  China  and  elsewhere  in  the 
world.  When  these  consultations  are  complete,  the  principles  will  be  released  as 
models  for  businesses  here  and  abroad. 

When  the  President  announced  his  decision  to  extend  Most  Favored  Nation  trad- 
ing status  for  China  last  May,  he  emphasized  that  human  rights  will  remain  a 
central  aspect  of  our  relationship  with  Cfhina.  We  place  a  high  priority  on  mobilizing 
support  for  human  rights  in  all  our  multilateral  relationships.  Most  recently,  we — 
along  with  26  cosponsors — pushed  hard  for  the  passage  of  a  China  resolution  at  the 
UNHRC. 

MIUTARY  AID  TO  PERU 

Question.  What  is  the  State  Department's  reasoning  for  considering  additional 
military  assistance  to  Peru? 

Answer.  We  halted  security  assistance  to  Peru  in  April  1992,  after  President 
Fujimori  dismissed  Congress  and  suspended  the  constitution.  At  that  time,  the  only 
U.S.  assistance  activities  permitted  to  continue  were  those  which  were  humani- 
tarian in  nature  or  supported  specific  antidrug,  democracy  and  human  rights  objec- 
tives. No  new  programs  were  initiated. 

We  believe  it  is  time  to  take  a  carefiil  look  at  the  situation  in  Peru,  keeping  in 
mind  both  our  human  rights  and  countemarcotdcs  concerns.  The  Presidential  elec- 
tion to  be  held  on  April  9  wiU  complete  the  cycle  of  restoration  of  Peru's  democracy 
begun  with  the  election  of  a  new  Congress  in  November  1992  and  adoption  of  a  new 
constitution  in  October  1993.  The  election  will  be  monitored  by  international  observ- 
ers from  the  Organization  of  American  States  and  by  a  variety  of  non-governmental 
organizations. 

The  balance  of  power  between  civilian  and  military  institutions  in  Peru  is  some- 
thing we  watch  closely.  The  military  is  a  critical  player  in  many  issues  vital  to  U.S. 
interests — from  countemarcotics  to  human  rights  and  regional  peace. 

Our  FY96  request  for  Peru  is  for  mihtary  education  and  training  in  courses  in- 
cluding human  rights  instruction  and  professional  development.  This  training  ex- 
poses well  placed  officers,  who  will  rise  in  their  respective  services  to  positions  of 
command,  to  the  U.S.  military  and  its  subordinate  role  to  civihan  authority  in  a 
democratic  society.  The  interaction  fosters  relationships  that  last  the  span  of  careers 
and  are  designed  to  foster  an  understanding  and  emulation  of  a  professional,  apoliti- 
cal military  accountable  to  both  the  executive  and  the  legislative  branches.  Addi- 
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tional  benefits  include  a  preference  for  US-manufactured  equipment,  a  facility  for 
interoperability  with  U.S.  forces  during  future  peacekeeping  operations,  and  a  en- 
hanced channels  of  communication  between  our  military  commands. 

NORDIC  FOREIGN  ASSISTANCE 

Question.  Can  you  analyze  for  me  the  effects  that  the  changing  economic  and  po- 
litical climate  in  the  Nordic  countries  is  having  on  the  level  of  foreign  assistance 
provided  by  the  Nordics  and  the  level  of  coordination  between  them  and  the  United 
States?  For  example,  1  know  the  new  budget  proposed  by  Swedish  Prime  Minister 
Carlsson  contains  steep  cuts  in  foreign  assistance.  Continuing  economic  problems  in 
Finland  have  put  the  same  pressures  on  the  Finnish  aid  budget. 

Answer.  The  Nordic  countries'  commitment  to  foreign  assistance  continues  to  be 
among  the  strongest  in  the  world — if  not  the  strongest — despite  the  difficulties  that 
have  challenged  some  of  their  economies.  Though  both  Finland  and  Sweden  con- 
tinue to  struggle  to  balance  budgets  and  cut  deficits,  both  are  managing  to  maintain 
absolute  foreign  assistance  levels.  Swedish  Prime  Minister  Carlsson's  new  govern- 
ment presented  a  development  aid  budget  for  FY  95-96  totalling  13,360  million 
Swedish  kroner — an  amount  virtually  unchanged  from  the  previous  fiscal  year.  At 
0.87  percent  of  estimated  GNP,  that  allocation  is  still  slightly  short  of  Sweden's 
long-established  goal  of  1  percent  of  GNP  for  development  aid.  The  government  has 
reaffirmed  its  intent  to  fulfill  that  one  percent  goal  "as  soon  as  Sweden's  economy 
so  permits." 

Finland's  1995  budget  for  development  assistance  actually  represented  a  7.8  per- 
cent increase  in  absolute  terms  over  1994  allocations.  Expressed  as  a  percentage  of 
GNP,  the  total  1995  allocation  of  2004.9  million  Finnmarks  was  negligibly  lower 
than  1994's  allocation:  .39  percent  vs.  .40  percent.  The  Finnish  government  has  also 
recently  reaffirmed  its  firm  commitment  to  restoring  its  foreign  assistance  contribu- 
tion to  its  traditional  .70  percent  of  GNP  as  soon  as  the  economic  situation  allows. 

Norway  and  Denmark,  both  largely  spared  in  the  1990's  from  the  economic  up- 
heavals facing  Sweden  and  Finland,  are  maintaining  development  assistance/per 
capita  ratios  that  are  the  highest  in  the  OECD.  Norway  continues  to  provide  ap- 
proximately one  percent  of  its  GDP  to  foreign  assistance,  though  1995  allocations 
represented  a  slight  drop  over  1994  assistance  in  absolute  terms.  Multilateral  and 
development  assistance  (excluding  Central/East  European  and  Russia)  fell  0.3  per- 
cent; aid  to  the  former  Warsaw  Pact  fell  1.6  percent.  Nonetheless,  the  government 
has  also  reaffirmed  its  commitment  to  hold  assistance  to  the  same  ratio  of  a  growing 
GNP. 

Denmark  also  continues  to  provide  one  percent  of  its  GDP  to  foreign  assistance, 
with  strong  popular  and  political  support  for  maintaining  that  level.  In  addition, 
Denmark  has  established  a  separate  environmental  and  emergency  assistance  fund 
designed  to  pay  for  refugee  costs,  peacekeeping  efforts  and  special  environmental  as- 
sistance to  central  Europe. 

Changing  international  priorities  and  concerns  over  the  effectiveness  of  earlier  aid 
programs  have  caused  all  four  nations  to  reexamine  their  aid  practices  and  bureauc- 
racies. Resource  allocations  and  restructuring  has  already  begun  and  should  con- 
tinue over  the  next  few  years. 

Donor  coordination  on  foreign  assistance  with  the  Nordic  countries  has  been  ef- 
fected within  the  G-24  framework.  No  specific  effort  has  focused  solely  on  U.S.-Nor- 
dic  coordination  thought  here  has  been  recent  close  cooperation  on  Baltic  assistance, 
on  specific  country-level  projects  elsewhere  over  the  years,  and  in  other  multilateral 
fora.  The  cooperation  that  does  exist  has  not  been  affected  by  Sweden  and  Finland's 
economic  troubles. 

Question.  And  how  will  Norway's  recent  rejection  of  EU  membership  affect  its 
ability  to  coordinate  with  its  neighbors,  all  of  whom  are  now  EU  members? 

Answer.  Norway  and  the  other  Nordic  countries,  whether  inside  the  EU  or  not, 
are  committed  to  continuing  their  close  cooperation  on  a  number  of  issues.  The  Nor- 
dic Council  is  the  prime  official  vehicle  for  multilateral  regional  cooperation,  though 
contacts,  coordination,  and  cooperation  continue  to  flourish  through  a  number  of 
other  bilateral  and  multilateral  means.  Though  Finland  and  Sweden  will  now  join 
Denmark  in  channeling  a  portion  of  their  overseas  assistance  through  the  EU,  they 
and  Norway  will  continue  to  provide  assistance  through  other  bilateral  and  multilat- 
eral avenues  as  well.  The  countries  themselves  have  indicated  that  discussion  of 
general  global  assistance  priorities  should  continue,  as  should  their  coordination  on 
promoting  reforms  and  establishing  priorities  in  multilateral  assistance  provided  by 
the  UN  and  related  organizations. 
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AID  REFORM 

Question.  Mr.  Christopher,  you  have  made  clear  that  you  are  prepared  to  work 
with  those  who  think  foreign  aid  is  "money  down  a  rat  hole."  Will  you  also  commit 
to  work  with  some  of  us  who  have  been  supportive  of  these  types  of  programs? 

Answer.  Since  my  first  week  in  office,  I  nave  consulted  closely  with  both  parties 
in  Congress  one  very  important  issue  on  our  foreign  policy  agenda,  and  I  will  con- 
tinue to  do  so.  We  have  gained  bipartisan  backing  for  key  objectives  of  our  foreign 
policy,  including  our  approach  on  the  Middle  East  peace  process,  our  landmark 
trade  agreements,  such  as  NAPTA,  GATT  and  APEC,  and  denuclearization  in  the 
former  Soviet  Union.  My  discussions  with  members  of  both  parties  give  me  great 
confidence  that  we  will  sustain  the  bipartisan  foreign  policy  that  is  America's  tradi- 
tion. 

POPULATION 

Mr.  Porter.  At  the  UN  conference  on  Population  and  Development,  the  United 
States  joined  nearly  every  nation  on  earth  in  committing  to  an  agenda  for  popu- 
lation stabilization  and  sustainable  development.  Can  you  outline  how  the  Presi- 
dent's request  for  AID  plans  to  fulfill  the  commitments  we  made  in  Cairo? 

Answer.  The  International  Conference  on  Population  and  Development  (ICPD) 
Program  of  Action  identified  priority  program  objectives  in:  family  planning,  mater- 
nal health  and  nutrition,  and  STD/HIV/AIDS  prevention;  other  population  and 
health  programs,  including  child  survival;  and  education  and  empowerment  of 
women.  The  Program  of  Action  also  identified  broader  goals  including  environ- 
mental protection,  broad-based  economic  grow,th  and  building  democratic  institu- 
tions, including  enhancing  the  role  of  NGOs. 

USAID's  five  strategic  goals  closely  parallel  those  of  the  ICPD  Program  of  Action. 
Across  all  of  these  sectors,  the  education  and  empowerment  of  women  is  seen  as 
both  a  critical  means  and  end.  Within  the  population  and  health  sector,  priority 
interventions  include  family  planning,  improving  child  health,  improving  maternal 
and  reproductive  health;  and  prevention  of  sexually  transmitted  infections,  includ- 
ing HIV/AIDS.  Strong  emphasis  throughout  USAID's  program  is  placed  on  the  par- 
ticipation of  non-governmental  organizations. 

Almost  half  of  USAID's  development  assistance  budget,  or  about  $1  billion  is  de- 
voted to  the  priority  areas  agreed  to  in  Cairo. 

In  addition  to  the  high  priority  given  to  the  population  and  health  sector  and  to 
expanding  the  role  of  women,  new  intersectoral  activities  are  getting  underway,  fa- 
cilitated by  the  overall  Agency  reorganization.  These  include:  a  new  initiative  in 
girls'  and  women's  education;  an  increasing  number  of  joint  activities  involving  pop- 
ulation, health  and  women  in  development  programs;  and  initiatives  to  link  popu- 
lation and  environmental  activities. 


Questions  for  the  Record  Submitted  by  Congressman 

Lightfoot 

CHINA 

Question.  During  the  MFN  debate  in  the  House  last  year  we  passed  a  bill  which 
would  have  codified  President  Clinton's  decision  to  delink  human  rights  from  the 
MFN  debate.  But  the  bill  also  included  some  interesting  alternatives,  including  the 
creation  of  a  "Commission  on  Law  and  Society  in  China." 

Given  such  House  support,  would  the  Administration  consider  establishing  such 
a  Commission  or  even  explore  the  possibility  of  Establishing  a  Helsinki-style  Com- 
mission for  Human  Rights  in  China? 

Answer.  Although  we  are  pursuing  opportunities  to  expand  our  dialogue  and  co- 
operation with  the  Chinese  government  on  rule  of  law  and  legal  reform  issues,  it 
seems  premature  to  institutionalize  these  exchanges  in  a  bilateral  commission. 
When  rule  of  law  and  legal  reform  exchanges  reach  the  breadth  and  frequency  at 
which  a  formal  institution  could  help  move  matters  to  the  next  stage,  we  could  re- 
visit the  idea. 

We  have  examined  a  number  of  possibilities  for  a  regional  initiative  on  human 
rights  and  democracy  in  the  East  Asia  and  Pacific  region,  but  have  concluded  that, 
to  be  successful,  any  such  effort  must  be  indigenous:  something  developed  by  Asians 
for  Asians.  We  would  welcome  the  opportunity  to  support  the  combined  efforts  of 
Asian  democracies  to  share  their  experiences  with  non-democracies  in  an  open  re- 
gional forum,  but  believe  such  a  multilateral  dialogue  could  not  succeed  if  imposed 
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from  the  outside.  Moreover,  there  is  as  yet  no  mxiltilateral  umbrella  organization 
in  existence  in  the  East  Asia  and  Pacific  region  similar  to  the  OSCE  in  Europe. 
Without  such  a  grouping,  we  doubt  it  will  be  possible  to  establish  a  regional  human 
rights  commission  such  as  the  one  adopted  in  the  Helsinki  Accords. 

PARTNERSHIP  FOR  PEACE 

Question.  Your  budget  request  for  FY96  includes  an  increase  for  Partnership  for 
Peace  military  activities.  Is  this  the  tip  of  an  iceberg? 

Answer.  The  Administration's  FY  1996  budget  request  in  support  of  Partnership 
for  Peace  activities  totals  $100  million.  This  assistance — the  Warsaw  Initiative — will 
be  used  to  help  our  Partners  work  with  us  to  achieve  PfP  goals.  The  Warsaw  Initia- 
tive will  not  substitute  for  Partners'  fundamental  obUgation  to  pay  their  own  way 
in  PfP  activities.  Partners  are  expected  to  make  the  necessary  budgetary  and  other 
adjustments  to  a  temporary  measure  to  help  Partners  get  started  in  the  Partnership 
while  they  make  the  necessary  national  adjustments  to  fiind  their  own  participation 
in  PfP  activities. 

$60  million  of  the  Warsaw  initiative  is  included  in  our  FMF  proposal  for  1996, 
while  the  balance  is  in  the  DoD  budget. 

We  believe  this  initiative  is  consistent  with  the  spirit  of  the  NATO  Participation 
Act  of  1994. 

TAIWAN 

Question.  Many  members  of  Congress  now  advocate  the  admittance  of  Taiwan  into 
the  United  Nations.  Legislation  has  been  introduced  in  the  House  which  expresses 
the  sense  of  Congress  that  Taiwan  deserves  a  seat  in  the  U.N.  and  encourages  the 
creation  of  a  U.N.  committee  to  explore  its  possibility. 

The  United  States  advocacy  of  Taiwan's  admittance  at  this  time  would  appear 
counterproductive  to  the  goals  of  the  Administration's  comprehensive  engagement 
strategy.  What  is  the  Administration  view  on  this  congressional  effort? 

Answer.  The  Administration  recognizes  Taiwan's  growing  economic  importance 
and  its  increasingly  pivotal  role  in  a  number  of  emerging  transnational  issues.  We 
support  Taiwan's  membership  in  organizations  where  statehood  is  not  a  prerequisite 
and  support  opportunities  for  Taiwan's  voice  to  be  heard  in  organizations  where  its 
membership  is  not  possible.  The  Administration  does  not  support  Taiwan's  member- 
ship, however,  in  those  organizations  which  require  statehood  as  a  condition  for 
membership. 

As  a  matter  of  international  legal  principle,  Taiwan  is  ineligible  for  U.N.  member- 
ship because  Article  4  of  the  United  Nations  charter  limits  membership  to  states. 
The  United  States  and  the  vast  majority  of  U.N.  members  do  not  recognize  Taiwan 
as  a  state.  In  practical  terms,  as  a  veto-wielding  permanent  member  of  the  U.N.  Se- 
curity Council,  the  PRC  can  always  block  Taiwan  s  entry  to  the  U.N.  The  U.S.  would 
welcome  efforts  by  Taipei  and  Beijing  to  resolve  this  issue  between  themselves. 

U.S.  support  of  Taiwan's  U.N.  bid,  as  advocated  by  some  members  of  Congress, 
would  be  interpreted  as  an  attempt  to  give  Taiwan  official  international  recognition 
as  an  independent,  sovereign  state.  This  would  violate  the  principles  which  form  the 
foundation  of  our  relationship  with  the  PRC — i.e.,  our  recognition  of  the  People's  Re- 
public of  China  as  the  sole  legal  government  of  China  and  our  acknowledgement  of 
the  Chinese  position  that  there  is  only  one  China  and  Taiwan  is  part  of  China. 
Doubts  about  U.S.  intentions  toward  Taiwan  would  impede  progress  with  the  PRC 
on  other  issues  of  interest  to  the  U.S.  including  arms  control  and  human  rights.  Al- 
thoiigh  the  Administration  will  continue  to  take  measures  needed  to  faciUtate  our 
unofficial  relationship  with  Taiwan,  we  do  not  believe  actions  which  tend  to  erode 
our  "one  China"  policy  would  be  in  the  national  interest. 

NATO 

Question.  Has  this  administration  thought  through  how  much  it  would  cost  to  in- 
tegrate nations  like  Poland  into  NATO?  For  the  record  would  you  share  with  the 
subcommittee  the  spending  figures  for  such  integration  under  the  varying  scenarios? 

Answer.  NATO  decided  in  December  to  begin  a  process  of  examination  inside  the 
Alliance  to  study  how  NATO  will  be  enlarged,  the  principles  to  guide  this  process 
and  the  implications  of  membership.  Potential  financial  costs  for  both  new  and  cur- 
rent Allies  will  be  covered  in  the  study.  We  and  our  Allies  have  begun  working  on 
this  study,  and  will  review  progress  at  NATO's  spring  ministerial.  At  this  point  we 
are  focussing  on  the  "how's"  and  "why's"  of  enlargement,  not  the  "who's"  or  "when's". 
That  said,  we  are  very  conscious  that  expansion  will  entail  significant  costs  for  both 
new  and  current  AlUes,  including  the  costs  associated  with  extending  secvuity  com- 
mitments to  new  Allies.  This  is  without  a  doubt  one  of  the  most  solemn,  politically 
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weighty  steps  any  nation  can  undertake.  The  matter  requires  serious  deliberation 
among  Alhes  and  thorough  consultations  between  the  Administration  and  Congress. 
We  are  approaching  enlargement  deliberately — so  that  when  it  does  take  place  we 
have  both  adequate  resources  and  the  political  will  to  maintain  the  credibility  and 
effectiveness  of  NATO. 

Question.  As  you  know,  the  National  Security  Revitalization  Act  encourages  inclu- 
sion of  Hungary,  Poland,  Slovakia  and  the  Czech  Republic  as  NATO  members.  How- 
ever, several  high-ranking  Russian  officials  have  expressed  concern  that  including 
these  countries  may  strengthen  Mr.  Zhirinovskiy's  position  in  the  June  1996  Rus- 
sian presidential  election.  What  are  your  thoughts  on  this  issue? 

Answer.  Our  approach  to  NATO  enlargement  is  based  on  our  conclusion  that  ex- 
pansion would  increase  stability  throughout  Europe,  for  new  members  and  non- 
members  alike.  At  the  same  time  that  the  Alliance  addresses  the  issues  related  to 
expansion,  it  is  also  continuing  the  evolution  in  its  relations  with  Russia.  These  two 
parallel  developments  should  reassure  those  in  Moscow  who  still  distrust  NATO 
that  enlargement  of  the  Alliance  would  not  in  any  way  endanger  Russia.  We  have 
been  in  close  touch  with  responsible  Russian  officials  on  these  and  other  European 
security  questions,  and  we  believe  that  they  understand  that  NATO  and  its  individ- 
ual members  want  a  solid,  cooperative  relationship  with  Russia.  While  it  is  difficult 
to  say  what  role  nationalism  will  play  in  1996  Russian  presidential  elections,  we  are 
working  with  the  Duma  and  other  Russian  groups  to  underscore  our  interest  in 
building  a  cooperative  relationship  with  Russia. 

Question.  The  Russian  Duma  may  not  approve  START  II  unless  the  U.S.  discon- 
tinues its  support  for  expanding  NATO.  What  information  do  you  have  on  this  de- 
velopment? 

Answer.  Although  we  have  heard  some  individual  Russian  parliamentarians  and 
political  commentators  link  START  II  ratification  to  NATO  expansion,  the  Russian 
government  has  not  made  any  such  link.  We  continue  to  believe  that  START  II  is 
in  the  best  interests  of  both  the  United  States  and  Russia,  and  we  are  confident 
that  the  Russian  Duma  and  Federation  Council  will  ratify  the  treaty. 

Question.  It  appears  that  NATO  has  been  unable  to  build  a  consensus  among  its 
members  on  the  enforcement  of  the  safe  areas  in  Bosnia.  Serbs  continue  their  cava- 
lier disregard  for  these  areas  and  they  suffer  no  consequences  for  harming  or  ab- 
ducting UN  peacekeepers.  Is  NATO  becoming  less  useful  as  an  instrument  for  the 
pursuit  of  U.S.  interests  in  Bosnia? 

Answer.  NATO  member  states  have  authorized  the  Alliance  to  undertake  numer- 
ous activities  in  support  of  the  UN  peacekeeping  effort  in  the  former  Yugoslavia. 
For  the  past  two  years  NATO  has  enforced  economic  sanctions  against  Serbia  in  the 
Adriatic  and  monitored  the  No  Fly  Zone;  NATO  also  has  a  standing  offer  to  the  UN 
to  provide  close  air  support  for  UNPROFOR  troops  that  come  under  attack,  and  to 
carry  out  air  strikes  in  response  to  violations  of  exclusion  zones  and  safe  areas.  But 
the  UN  must  request  or  agree  to  close  air  support  and  air  strikes.  In  the  absence 
of  UN  agreement,  NATO  is  not  in  a  position  to  defend  either  UNPROFOR  or  the 
safe  areas  and  exclusion  zones.  Late  in  1994,  the  UN  expressed  concern  that  its 
peacekeepers  would  suffer  retaliation  if  NATO  did  not  assume  a  more  discrete  pos- 
ture in  Bonsnia.  Since  that  time,  the  UN  has  not  requested  close  air  support  or  air 
strikes.  NATO  remains  ready  to  undertake  air  activity  in  defense  of  UN  operations 
in  Bosnia  whenever  the  UN  requests  it. 

CONVENTIONAL  ARMS  TRANSFERS 

Question.  Last  year  the  Department  finally  produced  the  report  requested  by  Con- 
gress on  military  transfers  between  former  Warsaw  Pact  members  and  nations  on 
the  State  Department's  terrorist  list.  Was  the  report  prepared  with  the  input  and 
assistance  of  the  Departments  of  Defense  and  the  Central  Intelligence  Agency? 

Answer.  The  report  was  based  on  information  provided  by  the  CIA,  DIA,  and 
other  members  of  the  intelligence  community.  The  Department  consulted  with  ap- 
propriate offices  in  these  agencies  in  preparing  the  report.  The  Department  of  De- 
fense, the  Arms  Control  and  Disarmament  Agency,  the  Department  of  Commerce, 
and  other  agencies  participate  fully  with  the  Department  of  State  in  the  Adminis- 
tration initiatives  and  activities  vis-a-vis  restraining  military  transfers  summarized 
in  the  report. 

Question.  Congress  requested  that  the  report  include  a  strategic  assessment  of  the 
effect  of  those  transfers  on  the  security  of  the  United  States  and  its  regional  allies. 
That  assessment  was  not  included  in  the  report.  When  might  Congress  expect  that 
missing  section? 

Answer.  In  addition  to  the  report  in  question,  the  Department  prepared  and  sub- 
mitted to  Congress  last  summer  a  report  assessing  the  regional  military  balance  in 
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the  Middle  East,  including  an  analysis  of  the  impact  of  arms  transfers  on  the  re- 
gional balance.  Since  the  provision  of  both  the  reports  last  year,  we  have  briefed 
the  Congress  on  some  specific  transfers  and  have  provided  information  regarding 
our  concerns.  We  will  continue  to  inform  Congress  of  such  transfers  and  concerns. 

IRAN 

Question.  What  information  does  the  Department  have  regarding  Iran's  construc- 
tion of  a  nuclear  power  plant  at  Bushehr,  particularly  with  respect  to  Russian  in- 
volvement and  assistance?  How  close  is  Iran  to  possessing  the  technology  and  mate- 
rials necessary  to  manufacture  nuclear  weapons?  Is  there  any  assessment  underway 
to  determine  what  other  world  leaders  or  terrorist  groups  may  have  access  to  this 
site  and  its  products? 

Answer.  The  Russians  have  agreed  with  Iran  on  the  terms  of  sale  for  the  first 
of  what  eventually  could  be  four  power  reactors  at  Bushehr.  On  January  8,  Russian 
Minister  of  Atomic  Energy  Mikhailov  signed  in  Tehran  a  contract  reportedly  worth 
$800  million  to  complete  the  first  Bushehr  unit,  a  1000  MW  light  water  reactor.  In 
addition,  this  project  also  could  include  the  training  of  scientists  and  technicians, 
a  nuclear-powered  desaUnization  plant,  and  possibly  several  small  research  reactors 
at  Iranian  universities,  with  an  vdtimate  value  of  several  billions  of  dollars,  accord- 
ing to  Russian  officials  quoted  in  the  press.  At  present  there  are  about  150  Russians 
working  on  site  in  Iran. 

How  long  it  will  take  a  country  to  develop  nuclear  weapons  depends  on  many  fac- 
tors. The  U.S.  intelligence  community  has  judged  that  Iran  would  need  at  least 
eight  to  ten  years  to  produce  nuclear  weapons.  Access  to  foreign  assistance  or  tech- 
nology could  reduce  this  time  by  months  or  years,  depending  on  the  circumstances. 
The  intelligence  community  is  currently  updating  its  assessments  to  take  account 
of  information  received  since  the  last  estimate.  It  is  too  early  in  the  process  to  char- 
acterize the  conclusions. 

The  Russian  sale  involves  civilian  power  reactors  and  support  technology,  the  im- 
mediate product  of  which  would  have  little  utility  for  terrorist  groups  or  other  gov- 
ernments. We  do  not  believe  that  the  proposed  sale  to  Iran  would,  in  and  of  itself, 
significantly  shorten  the  time  Iran  needs  to  develop  a  nuclear  weapons  capability. 
Nonetheless,  we  remain  opposed  to  the  sale  due  to  our  concern  that  the  Iranian  ac- 
quisition of  such  reactors  would  help  to  broaden  Iran's  nuclear  infrastructure  and 
in  so  doing,  provide  training  and  technology  transfer  that  would  be  applied  to  a 
weapons  program. 

FOREIGN  AID  REFORM 

Question.  I  have  no  desire  to  endorse  today  either  Senator  Helm's  or  Senator  Mc- 
Connell's  recent  proposals  to  reform  foreign  aid.  But  I  do  wonder  why  A.I.D.  and 
ACDA  operate  as  separate  entities.  It  seems  a  little  bit  like  keeping  the  Marines 
separate  from  the  Department  of  Defense.  Although  I  do  not  agree  with  change  just 
for  the  sake  of  change,  what  is  so  controversial  about  creating  the  foreign  affairs 
equivalent  of  the  Department  of  Defense?  Its  cabinet  secretary  would  not  nec- 
essarily have  to  be  perceived  as  solely  caring  about  the  interests  of  State  or  A.I.D. 
or  ACDA.  What  is  it  about  such  proposals  which  would  compel  people  like  Mr.  At- 
wood  to  threaten  to  resign? 

Answer.  In  one  sense,  the  analogy  with  Defense  already  applies  to  the  foreign  af- 
fairs agencies.  For  example,  the  Marines,  the  Army,  the  Air  Force,  and  the  Navy 
all  fall  under  the  Secretary  of  Defense  but  are  independent  organizations  operating 
under  the  policy  guidance  of  the  Secretary  of  Defense  as  part  of  the  National  Com- 
mand authority.  Similarly,  I  already  have  responsibility  as  Secretary  of  State  for  the 
overall  foreign  policy  direction  of  State,  A.I.D.,  and  ACDA,  even  though  they  are 
separate  organizations. 

Within  the  Administration  we  did  look  at  whether  it  would  make  sense  to  move 
beyond  the  current  degree  of  interrelatedness.  Based  on  our  review,  the  Vice  Presi- 
dent concluded  that  the  foreign  affairs  agencies  have  important  individual  mandates 
and  with  remain  distinct  entities,  under  my  overall  foreign  policy  direction. 

Each  agency  will  continue  with  its  streamUning  and  reinvention.  In  State's  case, 
the  Vice  President  asked  us  specifically  to  proceed  with  our  Strategic  Management 
Initiative,  address  additional  post  closings  and  reductions  in  the  number  of  bureaus, 
and  reduce  duplication.  We  have  a  task  force  with  11  teams  examining  how  to 
achieve  a  higher  rate  of  common  administrative  services.  We  have  consolidated  per- 
sonnel property  claims  processing  in  one  office  in  the  State  Department.  We  antici- 
pate co-location  of  a  number  of  support  fiinctions. 
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MEXICO 

Question.  As  you  know,  the  Mexican  army  has  launched  an  on-again,  ofT-again  ef- 
fort to  arrest  the  leaders  of  the  Zapatista  National  Liberation  Army.  Amid  this  hos- 
tility on  the  part  of  the  Mexican  Government  there  are  concerns  about  human  rights 
violations  against  the  residents  of  Chiapas.  Is  the  State  Department  investigating 
the  Mexican  Governments'  actions,  particularly  after  our  recent  efforts  to  bail  out 
their  economy? 

Answer.  Chiapas  is  open  to  groups,  including  Mexican  and  non-Mexican  human 
rights  organizations,  interested  in  investigating  allegations  of  human  rights  viola- 
tions. The  National  Commission  for  Human  Rights,  other  non-governmental  human 
rights  groups,  and  the  press  have  found  no  evidence  to  substantiate  claims  that  the 
Mexican  military  committed  human  rights  abuses  (including  aerial  bombing  or 
strafings)  during  the  latest  operations  in  Chiapas.  The  only  death  attributed  to  the 
miUtary  occurred  during  an  encounter  by  an  army  patrol  in  Chiapas  on  February 
20.  The  CNDH  is  investigating  a  claim  by  the  widow  of  the  deceased  that  he  was 
shot  at  point-blank  range. 

We  are  concerned  by  reports  out  of  Mexico,  including  from  the  National  Commis- 
sion for  Human  Rights,  that  the  police  have  abused  suspected  rebels  while  in  their 
custody.  We  have  made  clear  our  views,  and  continue  to  stress  to  the  Mexican  Gov- 
ernment, that  operations  against  suspected  rebels  be  conducted  in  accord  with  Mexi- 
can law  and  with  full  respect  for  human  rights.  We  expect  that  accusations  of  abuse 
will  be  investigated  and  that  persons  found  guilty  of  committing  abuses  will  be 
brought  to  justice. 


Questions  for  the  Record  Submitted  by  Congressman  Forbes 

CYPRUS 

Question.  Could  you  tell  me  a  little  bit  about  the  Administration's  latest  efforts 
to  resolve  the  Cyprus  problem? 

Answer.  Presidential  Emissary  Richard  Beattie  and  Special  Cyprus  Coordinator 
James  Williams  visited  Ankara  on  March  8  to  meet  with  Prime  Minister  Ciller  and 
discuss  the  need  for  Turkey  to  take  an  active  role  in  getting  the  Turkish  Cypriots 
to  clearly  state  their  commitment  to  federation  and  a  single  sovereignty.  They  had 
traveled  to  Cyprus  and  Greece  in  February  as  part  of  this  round  of  visits.  Williams 
has  also  traveled  to  Brussels,  London,  and  Moscow  to  consult  with  key  European 
governments  on  the  issue. 

On  March  6,  the  European  Union  agreed  to  begin  accession  talks  with  the  Repub- 
lic of  Cyprus  six  months  after  the  end  of  the  Intergovernmental  Congress,  which 
will  begin  in  1996.  The  U.S.  supports  the  expansion  of  the  European  Union,  and 
believes  that  EU  membership  for  the  entire  island  of  Cyprus  would  be  beneficial  to 
Europe,  Cyprus,  and  the  region.  Assistant  Secretary  Holbrooke  had  a  large  role  in 
convincing  our  EU  allies  that  the  Customs  Union  and  Cyprus  accession  could  play 
an  important  role  in  reducing  tensions  in  the  Aegean. 

Meanwhile,  we  continue  to  support  the  UN  negotiations  on  Cyprus.  Since  Presi- 
dent Clerides  and  Turkish-Cypriot  leader  Denktash  met  five  times  at  the  end  of 
1994,  U.S.  Ambassador  to  Cyprus  Richard  Boucher  and  deputy  UN  C3T)rus  Nego- 
tiator, Gus  Feissel  have  been  meeting  with  the  two  leaders  to  find  a  basis  for  a  re- 
sumption of  talks. 

Question.  How  does  the  Administration  view  the  proposal  of  the  Government  of 
Cyprus  that  calls  for  the  complete  removal  of  both  Cypriot  and  Turkish  occupation 
forces  from  Cyprus,  with  their  replacement  by  a  UN  force,  fully  funded  by  the  Gov- 
ernment of  CjTJrus? 

Answer.  We  support  full  consideration  of  ideas  that  would  facilitate  a  peaceful  so- 
lution of  the  political  issue  regarding  Cyprus.  While  we  have  long  agreed  with  the 
UN  Secretary  General  that  foreign  military  forces  on  the  island  should  be  reduced, 
the  proposal  by  the  Republic  of  Cyprus  should  be  considered  in  the  context  of 
whether  it  would  achieve  peace. 

While  the  UN  Force  in  Cyprus  (UNFICYP)  has  effectively  maintained  the 
ceasefire,  when  the  Security  Council  renewed  UNFICYP's  mandate  in  December 
1994,  it  also  requested  that  the  Secretary  General  review  its  structure  and  strength 
with  a  view  to  its  possible  restructuring. 

The  ultimate  problem  in  Cyprus  is  political  rather  than  military,  so  we  hope  dis- 
cussions of  overall  intercommunal  problems  will  be  pursued  when  Greek-Cypriot 
leader  Clerides  and  Tiu-kish-Cypriot  leader  Denktash  resume  face-to-face  negotia- 
tions. 
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Questions  for  the  Record  Submitted  by  Congressman  Bunn 

TERRORISM  ISSUES 

Question.  I  was  pleased  to  read,  the  other  day,  about  the  arrest  of  Ramzi  Ahmed 
Yousef,  the  alleged  mastermind  of  the  World  'nrade  Center  bombing.  I  understand 
the  State  Department  has  taken  the  lead  role  in  promoting  international  coopera- 
tion against  terrorists,  and  it  seems  as  though  the  efforts  have  paid  off.  In  light  of 
this  apparent  success,  do  you  intend  to  proceed  with  plans  to  downgrade  the  office 
of  Counterterrorism? 

Answer.  The  State  Department  indeed  plays  the  lead  role  in  countering  inter- 
national terrorism.  International  cooperation,  such  as  that  which  let  to  the  arrest 
of  Mr.  Yousef  and  his  return  to  the  United  States  for  trial,  is  an  important  part 
of  this  effort. 

We  agree  totally  on  the  importance  of  fighting  the  terrorist  threat  effectively  and 
we  welcome  your  interest  on  these  issues.  While  it  has  not  been  our  intention  to 
downgrade  the  office  of  the  Coordinator  for  Covmterterrorism,  we  intend  to  maintain 
the  Coordinator  for  Counterterrorism  (S/CT)  as  an  independent  entity  reporting  to 
me. 

Question.  As  this  committee  considers  where — and  in  many  cases,  whether — to 
send  foreign  aid  dollars,  I  feel  we  should  take  a  long,  hard  look  at  which  countries 
are  cooperating  on  joint  anti-terrorist  activities  and  which  are  dragging  their  feet. 
Aside  irom  countries  which  obviously  sponsor  terrorist  activities,  can  you  name 
some  countries  that  are  not  doing  all  they  can  to  stop  this  menace? 

Answer.  There  originally  has  b«en  good  cooperation  with  other  nations  in  fighting 
international  terrorism,  including  those  who  are  aid  recipients.  We  also  have  long 
standing  working  relationships  with  the  European  Union,  the  G-7  countries  and 
other  traditional  allies.  Cooperation  is  increasing  with  other  countries  in  which 
international  terrorists  have  struck,  such  as  Argentina  and  Pakistan.  The  Phil- 
ippines have  also  been  cooperative. 

However,  we  do  have  differences  on  specific  issues  with  some  countries  who  in 
most  respects  are  supportive  in  opposing  international  terrorism.  For  example,  we 
are  urging  Germany,  France  and  Japan  not  to  provide  loans  or  concessionary  financ- 
ing to  Iran,  which  is  the  most  active  of  state  sponsors  of  terrorism.  We  also  have 
differences  with  China  and  Russia  over  nuclesir  cooperation  and  weapons  sales  to 
Iran. 

We  have  had  considerable  success  in  our  efforts  to  maintain  international  pres- 
sures against  Libya,  through  full  enforcement  of  UN  Security  Council  sanctions. 
Nevertheless,  we  would  like  to  see  even  tighter  enforcement  of  the  existing  U.N.  Se- 
curity Council  sanctions.  Most  countries  agree  in  principle,  but  some  may  have  do- 
mestic juridical  problems  in  implementing  the  UNSC  sanctions  in  the  strict  manner 
the  U.S.  has  proposed.  For  example,  we  are  seeking  more  vigorous  enforcement  by 
Malta  regarding  Medavia,  a  company  jointly  owned  by  Libya  and  Malta.  We  have 
also  raised  our  concerns  over  sanctions  enforcement  with  Egypt.  All  of  these  coun- 
tries have  pledge  cooperation. 

And  we  have  approached  the  government  of  the  Netherlands  Antilles,  about  a  Lib- 
yan oil  distribution  company  incorporated  in  Curacao  and  have  encouraged  the  Gov- 
ernment of  the  Netherlands  to  use  its  influence  with  the  Netherlands  Antilles. 

We  also  have  expressed  concern  to  countries  with  whom  we  have  closed  bilateral 
relations,  but  whose  territory  may  have  been  used  by  groups  to  attack  neighbors. 
For  example,  we  have  been  concerned  about  reports  regarding  militants  operating 
against  Kashmir  from  Pakistan,  and  press  reports  that  ^e  PKK  terrorist  group  has 
trained  elements  in  Greece.  We  have  also  urged  Lebanon  to  take  action  against 
armed  Hizballah  elements  around  Beirut  and  in  the  Bekaa  Valley. 

MIDDLE  EAST  ISSUES 

Question.  Do  you  believe  the  United  States  should  offer  to  serve  in  a  major  peace- 
keeping operation  in  the  Golan  Heights  in  the  event  of  a  peace  treaty  between  Israel 
and  S)T-ia? 

Answer.  As  we  have  said  all  along,  the  U.S.  is  prepared  to  support  an  Israeli-Syr- 
ian agreement  and  is  prepared  to  consult  fiilly  with  the  Congress  regarding  the  use 
of  U.S.  personnel,  possibly  including  troops,  to  support  such  a  peace  agreement. 

RUSSIAN  ISSUES 

Question.  It  has  been  widely  reported  in  the  media  that  President  Yeltsin  has 
been  in  poor  health,  and  there  seems  to  be  some  evidence  that  he  is  drinking  again. 
Given  these  negative  indications,  how  convinced  are  you  that  Yetsin  will  remain  in 
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power  through  this  year?  And  what  are  the  prospects  for  a  replacement  who  main- 
tains support  for  reform? 

Answer.  We  have  no  reason  to  beUeve  that  President  Yeltsin  will  not  complete  his 
presidential  term.  His  term  will  end  in  June  1996. 

If,  for  any  reason,  President  Yeltsin  would  not  be  able  to  complete  his  term,  the 
Prime  Minister,  currently  Viktor  Chernomydrdin,  would  take  over  the  duties  of 
President.  According  to  Russian  Constitution,  the  Acting  President  would  then  be 
required  to  call  presidential  elections  within  three  months.  Prime  Minister 
Chernomyrdin,  in  office  since  December  1992,  has  shown  himself  to  be  a  supporter 
of  reform  and  an  advocate  of  good  relations  with  the  United  States. 

RUSSIAN  ISSUES 

Question.  It  appears  that  President  Yeltsin  has  closed  off  his  circle  of  advisors, 
and  surround  himself  with  reactionary  elements  in  the  Russian  Security  Council 
and  Intelligence  Agencies.  How  worried  are  you  about  this  situation?  Under  what 
circumstances  would  you  recommend  we  begin  to  establish  formal  relationships  with 
reformers  outside  Yeltsin's  inner  circle? 

Answer.  From  the  beginning  of  this  Administration,  what  we  have  supported  in 
Russia  is  not  a  single  leader,  not  a  particular  government,  but  a  set  of  principles. 
Those  principles  include  the  defense  of  human  rights,  the  development  of  a  civil  so- 
ciety, the  rule  of  law,  democratization,  and  the  development  of  a  free-market  econ- 
omy. 

We  work  with  President  Yeltsin  as  the  elected  leader  of  Russia,  and  we  support 
him  in  his  advocacy  and  leadership  of  reform.  One  of  the  tragic  elements  of  the 
events  in  Chechnya  is  that  they  hinder  the  development  of  the  process.  We  have 
made  this  point  repeatedly  to  President  Yeltsini. 

While  it  is  always  difficult  to  determine  who  has  the  most  influence  with  a  Presi- 
dent, Yeltsin  continues  to  support  reformers  within  his  administrtion — including 
Prime  Minister  ChemomjTdin  and  new  privatization  chief  Belayerv.  We  are  also  in 
touch  with  a  wide  range  of  Russian  officials  and  citizens  that  goes  far  beyond  the 
limits  of  the  Yeltsin  Administration.  It  is  the  business  of  our  Embassy  in  Moscow 
and  our  Consulates  in  St.  Petersburg,  Vladivostok,  and  Yekaterinburg  to  maintain 
the  broadest  possible  array  of  contacts  with  all  responsible  elements  of  the  Russian 
political  spectrum. 

Question.  What  do  you  believe  is  Russia's  primary  motivation  for  the  war  in 
Chechnya,  nationalism  or  access  to  natural  resources? 

Answer.  President  Yeltsin  has  stated  consistently  that  his  primary  consideration 
is  resorting  to  the  use  of  force  in  Chechnya  was  his  assessment  that  disorder  and 
criminality  has  reached  such  proportions  there  that  they  threatened  the  unity  and 
stability  of  the  Russian  Federation. 

We  believe  that  Yeltsin's  primary  motivation  was  to  maintain  the  territorial  integ- 
rity of  Russia.  It  is  important  to  stress,  though,  that  the  military  tactics  there,  and 
the  level  of  violence  and  bloodshed  in  Chechnya,  have  caused  us  enormous  concern. 
We  deeply  regret,  not  only  the  extensive  loss  of  civilian  life  and  property  in 
Chechnya,  but  also  the  corrosive  effective  Chechnya  is  having  on  the  development 
of  democratic  reform  in  Russia. 

To  President  Yeltsin  and  other  Russian  officials,  we  have  consistently  made  clear 
our  position  that  the  violence  must  end  immediately  and  that  human  rights  must 
be  guaranteed  in  Chechnya.  While  Chechnya  is  a  part  of  the  Russian  Federation, 
the  Chechen  issue  must  nonetheless  be  resolved  in  a  peaceful  manner  consistent 
with  Russia's  international  obligations. 

Question.  What,  in  your  opinion,  is  the  wisdom  of  Congressional  threats  to  cut  or 
eliminate  Russian  aid  if  the  war  continues:?  I  this  the  proper  scenario  for  a  "good 
cop/bad  cop"  approach? 

Answer.  In  designing  our  bilateral  program  in  Russia,  we  take  into  account  a  va- 
riety of  criteria,  as  mandated  by  Congress.  While  we  share  Congress'  concern  with 
the  excesses  that  have  taken  place  in  Chechnya,  the  final  decision  or  whether  or 
not  to  continue  aid  must  rest  upon  our  overall  national  interest. 

Our  assistance  is  designed  to  help  build  the  framework  of  a  democratic,  market- 
oriented  Russia.  Our  assistance  does  not  take  the  form  of  cash  grants  to  the  Russian 
government  but  rather  technical  assistance  for  the  most  part,  and  mainly  to  non- 
central  government  entities.  It  touches  people  and  organizations  that  were  cut-off" 
from  western  influence  just  a  few  years  ago.  One  important  recipient  of  U.S.  assist- 
ance is  the  independent  media  which  is  covering  the  Chechen  conflict  with  such  un- 
precedented candor. 

While  there  are  times  when  linkage  to  assistance,  with  agreement  between  the 
Administration  and  the  Congress,  has  proven  useful,  we  do  not  think  that  this  is 
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such  a  time.  We  do  not  believe  that  such  a  linkage  will  achieve  the  desired  effect, 
and  vnll  cause  damage  to  U.S.  interests  in  promoting  reform  in  Russia. 


Questions  for  the  Record  Submitted  by  Congressman  Yates 

FORMER  SOVIET  UNION 

Question.  Foreign  aid  has  played  a  major  role  in  the  negotiations  with  the  coun- 
tries of  the  former  Soviet  Union.  Do  you  believe  this  aid  has  assisted  the  Adminis- 
tration in  negotiations?  We  made  an  agreement  with  the  Russian  government  to 
build  housing  for  the  officers  of  the  Red  Army  who  were  returning  from  the  Baltics. 
The  deal  was  achieved  to  ensure  that  Russia  withdrew  from  40  years  occupation  of 
the  Baltics.  Last  week  the  full  Appropriations  Committee  passed  a  rescission  bill 
that  would  cut  the  funding  for  this  project.  What  is  the  Administration's  position 
regarding  this  development?  What  tjrpe  of  signal  does  this  send  to  our  friends  in 
the  Baltics  and  the  Russia  government?  How  will  this  action  effect  future  negotia- 
tions with  Russia  and  the  New  Independent  States  of  the  former  Soviet  Union? 

Answer.  Assistance  has  provided  substantial  support  for  our  political  and  security 
objectives  in  the  NIS.  For  example,  Nunn-Lugar  assistance  was  an  important  and 
persuasive  element  of  our  successful  poUcy  of  securing  the  agreement  of  Ukraine, 
Belarus  and  Karakhstan  to  join  the  NPT  as  non-nuclear  states.  Ukraine's  decision 
last  November  to  accede  to  the  NPT  as  a  non-nuclear  state  removed  the  last  hurdle 
for  entry -into-force  of  the  START  I  Treaty.  Further,  a  part  of  AlD's  assistance  pro- 
gram has  played  a  sigiificant  role  in  negotiation  with  the  former  Soviet  Union  coun- 
tries: the  Russian  Officer  Housing  Program  played  a  major  role  in  bringing  about 
Russian  troop  withdrawal  agreements  with  Latvia  and  Estonia.  The  Russian  with- 
drawal from  the  Baltics,  together  with  their  pull  out  from  Eastern  Germany,  Po- 
land, and  the  other  former  Warsaw  Pact  states,  means  that  Russian  soldiers  are 
now  much  further  from  the  borders  of  our  NATO  allies.  This  resolved  a  contentious 
issue  in  Russian-Baltic  relations  that  had  significant  implications  for  U.S.  interests. 
Should  we  now  rescind  the  funding  for  this  program,  it  will  be  seen  as  an  act  of 
poor  faith  and  will  call  into  question  whether  the  United  States  will  keep  other 
international  commitments.  We  strongly  oppose  this  proposed  rescission. 

UNITED  NATIONS 

Question.  As  1  am  sure  you  are  aware,  the  new  leadership  in  Congress  is  pursuing 
an  aggressive  agenda.  One  of  the  key  points  of  this  legislation  is  an  overhaul  of  the 
way  the  President  can  accomplish  his  foreign  poUcy  goals.  As  we  sit  here  today,  this 
body  is  debating  H.R.  7,  the  National  Security  Revitalization  Act,  a  bill  that  would 
fundamentally  change  how  the  President,  Democrat  or  Republican  carries  out  for- 
eign policy.  Although  this  is  not  the  place  to  discuss  the  merits  or  constitutionality 
of  the  new  leadership's  goals,  1  would  be  interested  to  know  the  Administration's 
position  regarding  this  legislation.  Furthermore,  do  you  believe  the  United  States 
can  function  as  a  major  partner  to  insure  world  peace  with  limitations  placed  on 
how  the  U.S.  military  can  be  used  in  multilateral  peacekeeping  missions?  Do  you 
believe  that  former  President  Bush  would  have  been  able  to  accomplish  Desert 
Shield  and  Storm  without  the  United  Nations  and  under  the  proposed  National  Se- 
curity Revitalization  Act? 

Answer.  At  the  time  H.R.  7  was  pending  before  the  House,  the  President  made 
clear  that  the  proposed  legislation  was  flawed  and  unacceptable.  In  addition  to  its 
unconstitutional  infringements  on  the  President's  authority  as  Commander-in-Chief, 
H.R.  7  would  deny  future  Presidents  the  option  of  using  UN  peacekeeping  as  a  tool 
to  protect  and  advance  U.S.  interests  in  the  world,  an  option  that  has  been  available 
to  every  U.S.  President  since  Harry  Truman. 

While  the  bill  was  amended  somewhat  on  the  House  floor,  the  resulting  legislation 
remains  a  threat  to  the  President's  ability  to  protect  U.S.  national  security.  By  re- 
quiring that  we  deduct  from  our  U.N.  peacekeeping  assessment  the  cost  of  oper- 
ations we  conduct  voluntarily,  we  would  effectively  bankrupt  U.N.  peacekeeping. 
This  would  leave  us  the  unacceptable  choice  of  assuming  the  full  risks — and  costs — 
of  acting  alone  in  response  to  international  crises,  or  doing  nothing  at  all.  The  bill 
would  also  disrupt  what  is  now  a  steady  and  deliberate  process  of  NATO  expansion. 
For  these  reasons,  Secretary  Perry  and  I  reiterated  after  the  bill's  adoption  by  the 
House  that  we  would  recommend  the  President  veto  the  legislation  if  it  came  to  his 
desk  in  its  current  form. 

With  regard  to  Operations  Desert  Shield  and  Desert  Storm,  I  don't  think  there's 
any  doubt  that  the  UN  Security  Council's  endorsement  of  the  use  of  all  necessary 
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means  against  Iraq  was  central  to  President  Bush's  ability  to  put  together  the  mul- 
tination^  coalition  that  fought  and  financed  those  efforts.  The  U.S.  could  have  coun- 
tered Iraq's  aggression  alone,  but  at  much  greater  cost  and  risk  to  Americans. 

ISRAEL  AND  THE  MIDEAST  PEACE  PROCESS 

Question.  What  influence  has  foreign  aid  had  over  Israel  and  the  Mideast  peace 
process?  Does  the  Administration  plan  to  continue  aid  to  Israel  at  the  current  level 
and  is  aid  critical  to  ensuring  that  all  parties  continue  with  the  peace  negotiations? 
During  this  year,  what  are  the  Administration's  goals  for  and  strategies  for  peace 
between  Israel  and  its  Arab  neighbors?  Has  Israel  and/or  Syria  requested  a  multi- 
national peacekeeping  force  be  stationed  in  the  Golan  Heights  to  provide  for  security 
assurances?  How  effective  has  aid  to  the  Palestinians  been?  Overall,  would  you  say 
the  peace  process  has  been  an  ovei-whelming  success,  just  successful  enough,  or  a 
failure  and  why? 

Answer.  Our  foreign  assistance  program  to  Israel  has  provided  successive  govern- 
ments with  the  essential  security  to  take  risks  for  achieving  peace.  As  the  Adminis- 
tration continues  to  pursue  a  just,  lasting,  and  comprehensive  peace  among  Israel 
and  her  Arab  neighbors,  it  will  be  critical  to  maintain  aid  levels  to  those  willing 
to  take  risks.  The  policy  of  this  Administration,  which  has  enjoyed  broad  bipartisan 
Congressional  support,  has  been  instrumental  in  producing  historic  breakthroughs 
among  the  key  regional  parties.  The  U.S.  is  prepared  to  do  everything  it  can  to  sup- 
port agreements  reached  between  Israel  and  Egypt,  the  PLO  and  Jordan. 

As  part  of  this  effort,  the  President's  FY  1996  budget  request  maintains  current 
aid  levels  to  Israel  and  Egypt.  The  President  has  also  made  it  clear  that  we  will 
make  our  best  efforts  to  maintain  those  levels  in  the  years  beyond.  We  remain  com- 
mitted to  Israel's  security  and  to  preserving  its  qualitative  edge  over  any  likely  com- 
bination of  aggressors.  At  this  sensitive  juncture  in  the  peace  process,  it  would  be 
unwise  to  tamper  with  aid  levels. 

With  regard  to  a  U.S.  presence  on  the  Golan,  the  parties  are  only  in  the  prelimi- 
nary stages  of  discussing  security  arrangements.  The  parties  have  not  discussed 
what  the  character,  size,  or  mission  of  any  external  presence  might  be,  or  the  role 
a  multinational  peacekeeping  force  on  the  Golan  might  play  as  part  of  security  ar- 
rangements. 

U.S.  aid  to  the  Palestinians  helps  create  effective  institutions  of  self-government 
and  translate  the  Declaration  of  Principles  and  subsequent  implementing  agree- 
ments into  real  and  lasting  changes  on  the  ground.  Without  such  changes,  further 
progress  in  the  peace  process  could  be  jeopardized. 

It  is  our  view  that  the  historic  breakthroughs  already  accomplished  provide  a 
solid  foundation  for  additional  steps  toward  a  just,  lasting  and  comprehensive  peace 
in  the  region.  This  administration  will  do  all  it  can  to  make  this  a  reality. 

FOREIGN  AID  BUDGET  REQUEST 

Question.  In  a  statement  you  made  before  the  John  F.  Kennedy  School  of  Govern- 
ment in  Cambridge,  Massachusetts,  on  January  20,  of  this  year,  you  said: 

"America  stands  at  the  threshold  of  a  new  century  and  faces  a  challenge  that  re- 
calls the  opportunities  and  dangers  that  we  confronted  at  the  end  of  the  First  and 
Second  World  Wars.  Then,  as  now,  two  paths  lay  before  us:  to  claim  victory  and 
withdraw,  or  to  provide  American  Leadership  to  build  a  more  peaceftil,  free,  and 
prosperous  world." 

Accepting  what  you  have  said,  what  direction  should  the  United  States  take  to 
ensure  our  foreign  policy  goals  are  achieved  and  would  you  explain  how  a  relatively 
small  investment,  less  than  1%  of  the  overall  Federal  budget,  in  foreign  aid  contrib- 
utes to  our  foreign  policy  and  our  overall  national  security  strategy? 

Answer.  Our  foreign  policy  strategy  is  driven  by  four  principles:  that  we  continue 
to  engage  and  to  lead;  that  we  maintain  effective  relations  with  the  world's  great 
powers;  that  we  adapt  and  build  institutions  that  will  promote  economic  and  secu- 
rity cooperation;  and  that  we  continue  to  support  democracy  and  defend  human 
rights.  If  we  adhere  to  these  principles,  and  make  the  very  modest  investment  re- 
quired to  carry  them  out,  we  will  ensure  that  our  foreign  policy  goals  are  achieved. 

The  FY  1996  request  for  Function  150  represents  such  a  modest  investment.  Al- 
though it  accounts  for  only  1.3  percent  of  the  Federal  Budget,  it  pays  enormous  divi- 
dends in  advancing  this  nation's  vital  interests.  Consider  what  this  small  invest- 
ment in  American  leadership  has  accomplished  in  the  last  two  years  alone.  It  has 
reduced  the  number  of  nuclear  states  in  the  former  Soviet  Union  from  four  to  one; 
Russian  missiles  are  no  longer  targeted  at  the  United  States;  North  Korea  has  fro- 
zen its  full  throttle  nuclear  program;  the  democratically  elected  leader  of  Haiti  is 
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now  back  in  office;  Iraqi  troops  have  pulled  away  from  the  Kuwaiti  border;  and  a 
potentially  destabilizing  Mexican  economic  crisis  has  been  diverted. 

The  Function  150  resources  devoted  to  foreign  assistance  not  only  underscore 
American  leadership,  but  also  bring  tangible  resiilts  that  benefit  this  nation: 

Our  foreign  assistance  enhances  the  safety  and  security  of  every  American  by  pro- 
tecting us  from  the  scourge  of  drugs,  the  threat  of  international  terrorism  and 
crime,  global  environmental  degradation,  and  the  spread  of  nuclear  weapons. 

Our  assistance  advances  the  prosperity  of  every  American  by  creating  American 
jobs,  promoting  U.S.  exports,  and  fostering  conditions  in  developing  countries  that 
ensure  future  demand  for  American  goods.  Our  investment  in  foreign  assistance, 
both  bilateral  and  through  the  multilateral  development  banks,  has  ultimately  put 
more  dollars  in  the  pockets  of  the  American  taxpayer  than  it  has  ever  taken  out. 

U.S.  foreign  assistance  enables  the  achievement  of  foreign  policy  goals,  including 
the  historic  peace  agreement  between  Israel  and  the  Palestinians;  the  removal  of 
Russian  troops  from  the  Baltic  countries;  progress  toward  a  negotiated  settlement 
to  end  the  violence  in  Northern  Ireland;  freedom  for  Central  Europe  and  the  former 
Soviet  Union;  and  the  remarkable  peaceful  transition  to  majority  rule  South  Africa. 

Our  assistance  also  promotes  and  reflects  American  values  by  supporting  new  de- 
mocracies struggling  to  overcome  legacies  of  repression  and  conflict,  promoting 
international  respect  for  human  rights  and  the  rule  of  law,  and  offering  hvunani- 
tarian  aid  tv>  victims  of  famine,  natural  disasters,  and  war  in  the  finest  tradition 
of  our  nation. 

These  benefits  are  very  large  in  comparison  to  the  relatively  small  percentage  of 
the  Federal  Budget  that  is  devoted  to  Function  150. 


Questions  for  the  Record  Submitted  by  Congressman  Pelosi 

CHINA 

Question.  President  Clinton  has  been  invited  to  visit  China  this  year.  Many  Mem- 
bers of  Congress  believe  that  such  a  visit  would  be  inappropriate  in  light  of  China's 
intensified  crackdown  on  dissent.  Under  what  circumstances  would  you  recommend 
that  President  Clinton  consider  going? 

Answer.  The  Secretary  has  publicly  said  that  the  U.S.-China  relationship  will 
have  to  develop  in  a  more  positive  way  before  the  President  is  prepared  to  go  to 
China.  A  decision  on  a  Presidential  visit  to  China  would  have  to  be  made  in  the 
context  of  overall  progress  in  ovu*  bilateral  relationship,  including  in  these  areas. 

The  United  States  continues  to  urge  China  to  adhere  to  internationally-accepted 
standards  of  human  rights.  The  President's  strategy  of  comprehensive  engagement 
is  designed  to  raise  our  human  rights  concerns  as  well  as  pursue  our  other  national 
interests  in  the  context  of  as  constructive  a  relationship  with  China  as  possible.  We 
have  had  a  number  of  high-level  visits  to  China  in  recent  months  to  continue  our 
intensive  dialogue  with  Beijing,  addressing  human  rights,  as  well  as  other  topics  in 
the  broad  global,  regional,  and  bilateral  agenda  we  have  with  China. 

In  January  Assistant  Secretary  John  Shattuck  visited  Beijing  for  the  seventh 
round  of  the  bilateral  hiunan  rights  dialogue,  pressing  China  on  our  core  human 
rights  agenda:  freedom  of  expression  and  association;  prisoner  releases;  resumption 
of  negotiations  with  the  Dalai  Lama  on  protecting  the  distinctive  heritage  and  cul- 
ture of  Tibet;  and  visits  to  Chinese  prisoners  by  international  human  rights  organi- 
zations. Assistant  Secretary  Winston  Lord  most  recently  raised  our  human  rights 
concerns  during  discussions  with  the  Chinese  Foreign  Ministry  earlier  this  month 
in  Beijing. 

Question.  The  upcoming  G-7  meeting  in  Nova  Scotia  this  coming  July  would  seem 
to  be  a  strategic  opportunity  to  develop  a  consensus  among  our  allies  on  how  to  deal 
with  China  in  the  post-Deng  era,  to  encourage  Beijing's  compliance  with  its  inter- 
national obligations  on  human  rights,  non-proUferation  and  other  matters.  Is  the 
Administration  trying  to  put  the  issue  of  human  rights  in  China  on  the  agenda  for 
this  upcoming  G-7  meeting? 

Answer.  The  Political  Directors  for  the  G-7  wiU  be  attending  a  planning  meeting 
for  the  July  G-7  meeting  in  Vancouver,  Canada,  on  March  2^24.  Issues  that  will 
be  placed  on  the  agenda  will  be  discussed  at  that  time  and  we  will  recommend  that 
human  rights  be  among  them. 

When  the  President  announced  his  decision  to  extend  Most  Favored  Nation  trad- 
ing status  for  China  last  May,  he  emphasized  that  human  rights  will  remain  a 
central  aspect  of  our  relationship  with  China.  We  place  a  high  priority  on  mobilizing 
support  for  human  rights  in  all  our  mvdtilateral  relationships.  Most  recently,  we — 
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together  with  26  other  cosponsors — pushed  hard  for  the  passage  of  a  China  resolu- 
tion at  the  UNHRC. 

Question.  The  Country  Reports  on  Human  Rights  for  1994  mentions  the  agree- 
ment reached  in  March  1994  about  implementation  of  the  prison  labor  export  MOU, 
but  there  is  no  information  about  China's  compliance.  Are  we  still  getting  credible 
reports  of  prison  labor  exports?  Is  the  Customs  Service  being  allowed  to  conduct  un- 
announced, unimpeded  inspections?  How  many  inspections  were  conducted  in  1994, 
and  of  what  facilities? 

Answer.  Since  its  signing  in  March  of  1994,  the  Chinese  have  complied  with  the 
terms  of  the  Statement  of  Cooperation  (SOC)  relating  to  the  prison  labor  MOU  of 
1992.  The  Statement  calls  for  the  Chinese  authorities  to  arrange  for  U.S.  Customs 
officials  to  inspect  any  prison  labor  facility  when  that  inspection  is  requested  by  our 
embassy  in  Beijing.  Neither  the  Statement  of  Cooperation,  nor  the  original  prison 
labor  MOU,  allows  for  Customs  to  make  these  inspections  on  an  unannounced  basis. 

In  1994,  prior  to  the  signing  of  the  SOC,  Customs  inspected  three  prison  labor 
facilities:  the  Red  Star  Tea  Farm,  the  Flower  City  Enterprise,  and  the  Guangdong 
Reform  Through  Labor  Bureau  Reception  Hotel.  Since  the  signing  of  the  SOC  in 
March  1994,  the  customs  Service  has  inspected  three  additional  facilities:  the 
Zheijang  Province  No.  4  Prison,  the  Hangzhou  Wulin  machinery  Works,  and  the 
Hangzhou  Superpower  Hoist  Works. 

The  Customs  Service  has  informed  us  that  they  continue  to  receive  occasional  re- 
ports of  prison  labor  exports  from  China.  The  Customs  Service  investigates  all  of 
these  reports. 

Question.  The  FY  95  foreign  aid  bill  requires  the  U.S.  Executive  Directors  at  the 
International  Financial  Institutions  (IFI's)  to  use  their  "voice  and  vote"  to  promote 
internationally  recognized  worker  rights.  How  will  this  be  implemented  at  the 
World  Bank  this  year  with  respect  to  China? 

Answer.  Since  the  1989  Tiananmen  crackdown,  as  a  policy  matter,  USG  adminis- 
trations have  limited  support  for  China  in  IFIs  to  Basic  Human  Needs  loans.  We 
would  also  oppose  assistance  to  China  by  the  IMF,  on  policy  grounds,  were  China 
to  apply  for  IMF  credits.  However,  reg£u-dless  of  the  U.S.  Executive  Director's  vote 
on  a  specific  loan,  we  also  provide  to  the  institution  comments  on  various  aspects 
of  the  loan,  which  can  include,  as  appropriate,  worker  rights,  environmental  impact 
and  economic  and  policy  reform  questions. 

The  Treasury  Department  has  informed  all  the  U.S.  Executive  Directors  of  the  re- 
quirements under  the  law.  Treasury  and  the  USED  offices  are  examining  existing 
bank  practices  addressing  these  concerns  and  considering  what  additional  actions 
are  necessary  to  comply  with  the  requirement.  Recommendations  and  compliance 
measures  taken  will  be  detailed  in  a  report  to  the  Congress  by  the  end  of  1995. 

We  expect  that  compliance  measures  will  be  considered  in  the  U.S.  Executive  di- 
rector's vote  at  the  World  Bank  on  all  borrowing  member  countries,  including  China. 

INDONESIA/EAST  TIMER 

Question.  Since  the  APEC  meeting  last  November,  the  situation  in  East  Timor 
has  worsened:  Timorese  arrested  for  their  role  in  organizing  demonstrations  last  No- 
vember are  now  on  trial,  at  least  six  East  Timorese  civilians  were  killed  by  Indo- 
nesian troops  last  month  and  the  Indonesian  government  is  restricting  access  by  for- 
eign journalists  and  human  rights  groups. 

What  is  the  U.S.  doing,  bilaterally  and  with  its  allies,  to  reinforce  U.S.  concern 
about  East  Timor? 

Is  the  U.S.  embassy  sending  observers  to  the  trials  of  East  Timorese  in  Dili? 

Will  we  deliver  a  strong  statement  in  Geneva  at  the  UN  Human  Rights  Commis- 
sion? 

Have  we  approached  Japan  (Indonesia's  largest  aid  donor)  about  taking  action  to- 
gether, for  example,  at  the  annual  aid  donors  meeting  in  Paris  this  coming  June? 

Answer.  We  regularly  raise  our  concerns  about  human  rights  in  Indonesia,  includ- 
ing the  situation  in  East  Timor,  with  senior  Indonesian  officials.  President  Clinton 
discussed  these  issues  with  President  Soeharto  at  length  in  November.  Assistant 
Secretary  Lord  also  raised  these  issues  during  his  March  6  visit  to  Jakarta.  We  and 
the  members  of  the  UN  Human  Rights  Commission  discussed  East  Timor  exten- 
sively during  the  Commission's  meetings  in  Geneva  this  month  with  a  view  towards 
finding  ways  to  improve  the  situation  there. 

Our  posts  in  Indonesia  make  an  effort  to  attend  the  trials  of  human  and  worker 
rights  activists  whenever  possible.  For  example,  consulate  representatives  recently 
attended  trials  in  Medan  and  Surabaya.  Unfortunately,  staffing  and  funding  limita- 
tions preclude  sending  observers  to  the  current  trials  in  Dili  where  we  do  not  have 
a  post. 


74 

During  her  speech  at  the  UN  Human  Rights  Commission,  Ambassador  Ferarro 
delivered  a  strong  statement  expressing  concern  about  the  continuing  pattern  of  vio- 
lence in  East  Timor,  including  the  recent  killings  of  six  East  Timorese  civilians,  not- 
ing that  much  remains  to  be  done.  She  also  expressed  appreciation  for  the  efforts 
of  the  Indonesian  government  and  the  National  Human  Rights  Commission  to  in- 
vestigate the  killings. 

We  also  supported  the  Chairman's  statement  at  the  UN  Human  Rights  Commis- 
sion expressing  concern  about  the  situation  in  East  Timor;  it  was  agreed  to  by  all 
Commission  members,  as  well  as  Portugal  and  Indonesia. 

At  the  July,  1994  Paris  meeting  of  the  Consultative  Group  for  Indonesia  (CGI) 
both  the  United  States  and  Japan  in  their  respective  delegation  statements  high- 
lighted the  importance  of  human  rights.  We  consulted  with  the  Japanese  and  other 
delegations  before  that  session  and  expect  to  have  similar  consultations  in  advance 
of  the  coming  CGI  meeting  in  Paris. 

Question.  The  Inspector  General  of  the  armed  forces  sent  a  team  of  investigators 
to  Liquica,  outside  of  DUi,  to  investigate  reports  that  six  people  killed  last  month 
were  civilians.  The  army  team,  sent  on  February  7,  was  to  be  followed  by  one  from 
the  National  Commission  on  Human  Rights  (Komnas  HAM). 

What  steps  will  the  U.S.  Embassy  take  to  ensure  that  the  findings  and  methodol- 
ogy of  the  army  investigations  will  be  made  public  and  that  international  groups 
will  also  be  given  permission  to  investigate? 

Answer.  We  have  urged  the  Indonesian  government  to  do  all  it  can  to  determine 
what  happened  at  Liquica.  The  military's  investigation  into  the  killings  is  still  un- 
derway; we  note  that  Army  Chief  General  Hartono  told  the  press  March  9  that  the 
investigators  had  determined  that  "procediu^  violations"  had  taken  place. 

We  have  consistently  expressed  our  view  to  Indonesian  officials  that  the  press  and 
human  rights  organizations  should  be  allowed  to  travel  to  East  Timor.  We  welcomed 
the  improved  access  during  the  past  year,  though  access  is  still  not  what  we  would 
hope. 

Question.  There  have  been  a  series  of  intimidating  incidents  involving  LBH  (Legal 
Aid  Foundation)  human  rights  lawyers  in  Pelambang,  Bandung  and  Jakarta.  In  two 
cases,  the  tires  of  LBH  vehicles  were  slashed  during  court  sessions  where  the  police 
were  being  accused  of  misconduct.  In  another  case  on  February  9,  obscene  graffiti 
was  painted  on  LBH-Jakarta's  main  building.  Because  the  vandalism  coincided  with 
cases  being  brought  against  the  police,  there  is  concern  about  (sic.)  human  rights 
lawyers  that  they  are  being  subjected  to  a  campaign  of  harassment  by  aggrieved  se- 
curity forces. 

Has  the  US  raised  this  issue  with  the  Indonesian  government? 

Answer.  We  conveyed  our  concern  over  the  incidents  of  apparent  harassment 
which  have  taken  place  over  the  last  several  months  at  the  Legal  Aid  Institute 
(LBH)  to  a  senior  official  in  the  Foreign  Ministry.  This  is  the  appropriate  type  and 
level  of  response  given  the  nature  of  the  incidents  and  the  wide  range  of  human 
rights  issues  we  discuss  with  the  Indonesian  government. 

TURKEY 

Congress  withheld  ten  percent  of  Turke/s  military  aid  out  of  concern  about 
human  rights  abuses  and  attacks  on  civilians  during  the  conflict  with  the  Kurdish 
rebels.  We  asked  for  a  report  on  this  and  on  the  possible  use  of  U.S.  weapons  in 
attacks  on  civilians. 

Question.  When  can  we  expect  this  report?  Can  you  give  us  a  preview  of  your  find- 
ings? 

Answer.  We  are  in  the  process  of  preparing  the  report.  Our  mission  in  Ankara 
has  discussed  it  with  the  Turkish  government,  which  is  expected  to  provide  informa- 
tion relating  to  the  report.  We  expect  the  report  to  be  ready  later  this  spring.  It 
would  be  premature  to  reach  conclusions  until  we  have  completed  our  study. 

Question.  How  have  you  attempted  to  investigate  the  use  of  U.S.  weapons? 

Answer.  We  have  discussed  the  use  of  U.S.  weapons  with  Turkish  authorities.  We 
expect  to  produce  further  information  on  this  subject. 

Question.  Has  Turkey  granted  investigators  access  to  the  conflict  area? 

Answer.  The  government  has  announced  its  intention  to  investigate  alleged  in- 
stances of  abuse  in  the  conflict  area,  particularly  those  in  Tunceli  province  last  Oc- 
tober. We  are  trying  to  ascertain  the  status  of  those  investigations  and  whether  or 
not  they  have  involved  visits  to  the  area  by  government  officials.  For  security  rea- 
sons, U.S.  personnel  have  not  visited  the  Tunceli  area  since  October.  Thus  no  inves- 
tigation has  been  undertaken.  U.S.  personnel  frequently  visit  the  southeast,  how- 
ever, and  the  issue  of  human  rights  abuses  is  an  important  area  of  concern  during 
those  visits. 
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INTERNATIONAL  AIDS 

Question.  Does  the  United  States  have  any  plans  to  put  AIDS  on  the  agenda  of 
the  upcoming  G-7  Summit  in  haHfax? 

Answer.  The  agenda  for  the  G-7  Summit  is  not  yet  final  but  we  expect  to  discuss 
sustainable  development,  of  which  improving  health  in  developing  countries  is  a 
major  aspect.  We  have  no  firm  plans  to  include  AIDS  as  a  specific  agenda  item.  At 
last  years  G-7  Summit  in  Naples,  the  G-7  called  on  the  World  Bank  and  the  re- 
gional development  banks  to  strengthen  efforts  to  provide  resources  for  health  in  de- 
veloping countries,  as  well  as  for  education,  family  policies,  and  environmental  pro- 
tection. 

Question.  On  World  AIDS  Day  1994,  the  United  States  signed  the  official  declara- 
tion at  the  Paris  Summit  on  AIDS.  What  is  the  State  Department  doing  to  follow 
up  on  the  seven  initiatives  mentioned  in  the  Declaration,  especially  the  initiative 
pertaining  to  the  greater  participation  of  people  affected  by  HIV/AIDS  in  policy  and 
program  design  implementation  and  evaluation? 

Answer.  The  Department  of  State  is  encouraging  the  U.N.  system  agencies  to  fol- 
low up  on  the  recommendations  of  the  Paris  AIDS  Summit,  within  each  one's  area 
of  responsibility.  At  the  U.S.  initiative,  the  Executive  Board  of  the  World  Health  Or- 
ganization last  January  recommended  a  resolution  on  the  Paris  AIDS  Summit  for 
consideration  by  the  World  Health  Assembly  in  May,  1995.  This  resolution  asks  the 
Director  General  of  WHO  to  contribute  to  the  implementation  of  the  initiatives  pro- 
posed in  the  Summit  Declaration,  and  to  do  so  in  collaboration  with  the  new  U.N. 
Joint  and  Co-Sponsored  Programme  on  HIV/AIDS  which  is  now  being  established. 
The  United  States  has  strongly  supported  the  establishment  of  this  program,  and 
we  are  certain  that  its  newly  appointed  director  will  give  full  and  appropriate  em- 
phasis to  the  conclusions  of  the  Paris  AIDS  Summit. 

The  State  Department,  USAID  and  the  National  AIDS  Policy  Director  meet  regu- 
larly with  non-governmental  representatives,  including  those  living  with  and  af- 
fected by  HIV/AIDS,  to  discuss  policy  and  programmatic  issues.  In  January,  the  De- 
partment solicited  the  views  of  the  non-governmental  community  on  the  draft  "U.S. 
International  Strategy  on  HIV/AIDS,"  now  in  its  final  round  of  USG  clearance.  The 
USAID  approach  to  HIV/AIDS  recognizes  that  the  participating  of  communities  and 
groups,  including  persons  infected  and  affected  by  HIV/AIDS,  women  and  young 
adults,  in  the  design,  management  and  evaluation  of  HIV/AIDS  program  and  poli- 
cies is  key. 

Question.  The  State  Department's  U.S.  International  Strategy  on  HIV/AIDS"  calls 
upon  U.S.  ambassadors  to  arrange  in-country  meetings  with  host  country  represent- 
atives to  discuss  the  HIV/AIDS  pandemic  and  prevention/mitigation  programs.  What 
is  the  timeline  for  such  action,  and  what  results  do  you  expect  from  these  meetings? 

Answer.  The  U.S.  International  Strategy  on  HIV/AIDS,  now  in  its  final  round  of 
USG  interagency  clearance,  calls  for  U.S.  ambassadors  to  meet  with  host  country 
officials  to  describe  the  U.S.  International  Strategy  on  HIV/AIDS  and  to  encourage 
leaders  to  expand  HIV/AIDS  prevention  and  mitigation  programs.  Emphasis  will  be 
placed  on  the  important  role  that  NGOs,  business  groups,  people  living  with  HIV/ 
AIDS,  and  community  organizations  should  play  in  an  effective  response  to  HIV/ 
AIDS.  It  is  expected  that  these  meetings  will  contribute  to  a  greater  level  of  political 
attention  to  HIV/AIDS  in  key  countries  and  vdll  assist  in  demonstrating  the  impor- 
tance that  the  United  States  attaches  to  the  issue. 

Question.  (International  AIDS)  This  Subcommittee's  FY  95  report  calls  for  a  re- 
port from  the  State  Department's  Bureau  of  Human  Rights  and  Humanitarian  Af- 
fairs on  the  status  of  women  and  other  groups  and  its  relation  to  increased  vulner- 
ability to  HIV/AIDS. 

What  recommendations  does  this  report  make,  and  what  is  the  status  of  State  De- 
partment action? 

Answer.  The  State  Department  has  been  working  through  a  variety  of  channels 
to  increase  the  international  awareness  that  groups  which  are  socially,  economi- 
cally, educationally  or  otherwise  disadvantaged  are  at  greater  risk  for  becoming 
HIV-infected.  In  particular,  we  have  encouraged  international  efforts  to  examine  the 
effects  of  the  HIV/AIDS  pandemic  from  a  gender  perspective. 

Thse  issues  are  addressed  in  the  U.S.  International  Strategy  on  HIV/AIDS,  now 
in  its  final  round  of  interagency  clearance.  We  have  consistently  raised  them  in  all 
appropriate  multilateral  fora  including  the  World  Health  Organization,  the  Paris 
Summit  on  HIV/AIDS,  the  UN  Human  Rights  Commission,  the  World  Summit  on 
Social  Development,  and  the  preparations  for  the  Fourth  World  Conference  on 
Women. 

The  State  Department's  Bureau  of  Democracy,  Human  Rights  and  Labor  is  in  the 
process  of  completing  the  report  called  for  in  the  Committee's  FY  95  report.  There- 
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fore,  we  are  not  yet  able  to  comment  on  its  specific  recommendations.  We  hope  to 
provide  our  report  to  the  Committee  shortly,  and  appreciate  the  Committee's  shared 
interest  in  this  serious  issue. 

Question.  The  report  language  also  called  for  a  report  from  the  U.S.  ambassador 
to  the  United  Nations  on  the  status  of  the  new  UN  Joint  and  Co-Sponsored  Pro- 
grams on  AIDS  and  the  involvement  of  other  UN  agencies  such  as  the  UNHCR. 
What  is  the  status  of  that  rejwrt  and  what  recommendations  does  it  make? 

Answer.  The  Committee's  report  of  May  23,  1994,  requested  an  evaluation  of  the 
new  UN  program  on  AIDS  by  the  Department  of  State.  The  Committee's  report  also 
made  specific  mention  of  the  importance  of  involvement  in  the  AIDS  program  of  the 
High  Commissioner  on  Human  Rights  rather  than  the  UN  High  Commissioner  for 
Refugees  (UNHCR).  The  Department  regrets  the  delay  in  complying  with  the  re- 
quest for  tiiis  report,  which  was  inadvertently  mislaid.  The  report  is  now  being  com- 
pleted and  will  reach  the  Committee  shortly. 

In  summary,  we  would  note  that  our  evaluation  of  the  new  UN  Joint  Program 
on  AIDS,  as  it  is  now  called,  is  very  positive.  There  has  been  very  rapid  progress 
in  working  out  the  details  of  operation.  A  director  has  been  selected,  and  the  Eco- 
nomic and  Social  Council  (ECOSOC)  during  the  spring  of  1995  is  expected  to  review 
and  approve  proposals  for  the  structure  of  the  program's  governing  body  and  other 
operational  details.  ECOSOC  intends  that  the  program  be  ftilly  operational  by  not 
later  than  January  1996. 

We  are  very  pleased  by  these  developments.  We  are  recommending  strong  U.S. 
Government  support  for  this  new  program  and  regular  evaluation  of  its  progress  to 
ensure  that  it  meets  the  needs  for  effective  program  implementation  at  the  country 
level.  We  are  also  urging  strong  involvement  in  the  program  by  the  UN  human 
rights  apparatus. 


Questions  for  the  Record  Submitted  by  Congressman  Torres 

INTER-AMERICAN  FOUNDATION 

Question.  Some  of  us  still  believe  that  the  United  States  has  a  role  in  assisting 
the  poorest  of  the  poor  in  developing  nations,  as  well  as  our  own.  I  believe  that  the 
Inter-American  Foundation  (lAF)  is  one  of  the  best  examples  of  the  U.S.  government 
providing  assistance  to  help  poor  people  become  self-sufficient  and  economically  ac- 
tive members  of  the  world  economy.  Is  the  Administration  willing  to  actively  defend 
funding  for  this  program,  with  its  remarkable  track  record? 

Answer.  The  Secretary  of  State  is  supporting  the  $800,000  increase  above  the  FY 
95  budget  level  that  is  being  requested  for  FY  96  by  the  LAF.  This  support  is  articu- 
lated in  the  Secretary's  International  Affairs  Budget  Request  for  Fiscal  Year  1996 
document,  in  the  presentation  on  Promoting  Sustainable  Development.  The  lAF 
does,  indeed,  have  a  reputation  as  a  foundation  that  works  effectively  in  Latin 
America  to  promote  self-help  and  community  development.  We  will  continue  to 
strongly  support  the  PT  1996  funding  request  for  the  Inter-American  Foundation  in 
the  face  of  prospective  major  budget  reductions  in  international  affairs  funding  over- 
all. 

GUATEMALA 

Question.  I  understand  that  the  U.S.  militar/s  himianitarian  and  civic  assistance 
program  is  actually  funded  in  the  Defense  Appropriations  bill,  but  it  is  still  the  U.S. 
ambassador  in  any  given  country  who  decides  whether  or  not  a  U.S.  military  hu- 
manitarian and  civic  assistance  training  program  will  take  place  there.  Can  you 
please  explain  why  the  U.S.  is  carrying  out  this  military  program  with  the  Guate- 
malan military?  As  you  know,  this  committee  suspended  military  aid  to  Guatemala 
years  ago  because  of  the  dismal  human  rights  record  of  their  military.  Now,  while 
the  U.S.  is  acting  as  part  of  the  group  of  friends  in  the  Guatemalan  negotiations 
process,  a  role  I  affirm,  we  are  at  the  same  time  conducting  combined  activities  with 
their  military.  Can  you  explain  this  policy  to  me? 

Answer.  Consolidating  democracy,  improving  respect  for  human  rights  and 
strengthening  civilian  control  of  the  miHtary  are  fundamental  goals  of  U.S.  policy 
toward  Guatemala.  The  humanitarian  civic  exercise  known  as  Fuertes  Caminos 
("Strong  Roads")  enhances  those  goals  and  allows  U.S.  military  personnel  to  partici- 
pate in  a  realistic  environment  while  providing  assistance  to  people  in  need.  U.S. 
reservists  and  National  Guard  members  who  participate  in  Fuertes  Caminos  in 
1995  are  projected  to  build  five  schools,  three  medical  cUnics,  and  two  bridges;  to 
drill  sixteen  water  wells;  and  to  conduct  medical  readiness  training.  Our  soldiers 
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will  be  helping  to  improve  the  lives  of  very  poor  people.  In  addition  to  humanitarian 
benefits  for  rural  Guatemalans,  Fuertes  Caminos  provides  a  valuable  opportunity 
for  our  military  personnel  to  operate  in  a  challenging  environment,  enhancing  their 
readiness.  This  type  of  training  in  remote  areas  and  rugged  terrain  is  generally  not 
available  to  American  military  personnel  in  the  United  States.  Finally,  but  of  equal 
importance,  Fuertes  Caminos  exposes  Guatemalan  military  personnel — primarily 
military  engineers — to  the  professionalism  and  values  that  guide  the  U.S.  military, 
notably  the  importance  of  civilian  control  over  the  military  and  the  need  to  protect 
basic  human  rights.  Representatives  of  the  Guatemalan  Ministries  of  Health,  Edu- 
cation, Transportation,  and  Communications  and  Public  Works  will  also  participate, 
as  well  as  private  citizens. 

We  understand  and  share  concerns  about  the  himian  rights  situation  in  Guate- 
mala. By  supporting  the  peace  process  currently  underway  to  end  Guatemala's  long- 
running  internal  conflict,  by  supporting  institutional  reforms,  and  by  pressing  for 
the  resolution  of  individual  human  rights  cases,  we  hope  to  achieve  a  significant  im- 
provement. The  prospects  for  strengthening  democracy  and  increasing  respect  for 
human  rights  are  improved  to  the  extent  that  all  groups  and  institutions  support 
these  goals.  Our  engagement  with  Guatemala's  military  is  much  less  extensive  than 
with  most  other  countries  in  the  region.  At  the  same  time,  we  believe  that  by  main- 
taining the  links  we  continue  to  have,  such  as  joint  participation  in  a  humanitarian 
civic  exercise  like  Fuertes  Caminos,  we  can  influence  Guatemala's  military  posi- 
tively. 

PROPERTY 

Question.  A  nimiber  of  provisions  were  included  in  the  State  Department  Author- 
izations bill  and  in  the  Foreign  Operations  Appropriations  bill  last  year  requiring 
the  United  States  to  cut  off  aid,  loans,  and  debt  relief  to  countries  with  outstanding 
U.S.  citizen  property  claims.  While  I  believe  that  U.S.  embassies  should  actively  as- 
sist U.S.  citizens  to  resolve  property  disputes  abroad,  I  question  the  logic  of  making 
defense  of  individual  property  claims  the  single  most  important  determinant  of  our 
foreign  policy.  Discussions  are  occurring  about  removing  the  waiver  that  permits  the 
State  Department  to  continue  aid  and  support  loans  to  countries  with  outstanding 
property  claims  when  it  is  in  the  national  interest  to  do  so.  What  is  your  view  about 
the  importance  of  this  waiver? 

Answer.  I  believe  that  a  national  interest  waiver  is  essential  if  the  U.S.  Govern- 
ment is  to  advance  effectively  the  totality  of  U.S.  interests,  including  our  interest 
in  helping  U.S.  citizens  with  investment  disputes  overseas. 

Removing  the  national  interest  waiver  could  restrict  our  ability  to  shape  a  world 
conducive  to  American  interests  and  consistent  with  American  values — a  world  of 
open  societies  and  open  markets.  In  our  efforts  to  promote  specific  objectives,  from 
promoting  American  jobs  and  exports,  to  advancing  democracy  and  combatting  the 
spread  of  weapons  of  mass  destruction,  we  need  all  the  available  foreign  policy  tools 
at  our  disposal.  The  national  interest  waiver  provides  us  with  the  necessary  discre- 
tion to  advance  these  goals. 

Removing  the  national  interest  waiver  could  actually  restrict  our  ability  to  resolve 
U.S.  investment  disputes  overseas. 

For  example,  in  some  countries  with  U.S.  investment  disputes,  a  total  cut-off  of 
bilateral  and  multilateral  aid  could  severely  cripple  the  economy  and  disrupt  an 
emerging  democratic  process.  This  would  decrease  the  chances  of  U.S.  citizens  ob- 
taining appropriate  compensation  or  rapid  restitution  of  their  properties. 

To  promote  resolution  of  U.S.  investment  disputes  overseas,  I  have  supported  a 
policy  employing  various  measures  by  executive  discretion,  including  the  jxtssible 
withholding  of  U.S.  trade,  investment,  and  financial  assistance  in  our  worst  problem 
countries. 

COLOMBIA 

Question.  I  am  deeply  troubled  with  military  assistance  being  granted  to  Colombia 
without  an  accounting  for  which  military  units  receive  it.  Can  specific  details  be 
provided  about  the  intended  recipients  of  this  aid?  Isn't  it  a  problem  that  a  unit  that 
today  is  waging  counternarcotics  could  be  waging  counterinsurgency  tomorrow. 

Answer.  The  U.S.  Military  Group  (MLGRP)  and  the  Narcotics  Affairs  Section 
(NAS)  of  the  Embassy  in  Bogota  do  provide  military  counternarcotics  assistance  to 
the  Colombian  police  and  armed  forces.  NAS  assistance  is  provided  only  to  the  high- 
ly specialized  anti-narcotics  police,  while  MLGRP  assistance  is  directed  to  the  army, 
navy  and  air  force.  We  provide  this  equipment  and  training  to  assist  the  Colombian 
security  forces  to  combat  the  drug  traflicking  organizations  and  those  who  support 
their  illegal  activities. 
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Both  the  NAS  and  MLGRP  have  detailed  end  use  monitoring  programs  in  place 
that  have  been  improved  considerably  since  1992.  Hardware  transfers  can  be 
tracked  to  the  batallion  level,  and  training  assistance  can  be  tracked  to  the  individ- 
ual. Additionally,  since  1993  the  Embassy  has  conducted  a  special  human  rights 
screening  program  for  all  Colombian  pohce  and  military  candidates  to  determine 
their  eligibility  for  USG  sponsored  training.  Specific  information  regarding  certain 
units  which  have  been  of  special  concern  to  the  NGO  community  was  provided  last 
fall  to  staff  of  both  the  House  and  Senate  Appropriations  Committee  for  use  by  in- 
terested members. 

On  the  broader  question  of  organized  narcotics  trafficking  and  its  increasingly 
symbiotic  relationship  with  Colombian  insurgent  groups,  US  military  assistance  to 
Colombia  is  by  law  primarily  destined  for  countemarcotics  purposes.  This  message 
has  been  very  clearly  communicated  to  the  Colombian  armed  forces,  and  we  believe 
that  to  the  extent  possible,  it  is  respected.  It  is  important  to  bear  in  mind,  however, 
that  the  Colombian  military  does  not  have  specially  designated  countemarcotics 
units.  Our  assistance  continues  to  go  to  the  armed  forces  due,  in  part,  to  the  fact 
that  in  certain  areas  of  the  country  the  police  are  simply  overpowered  by  the  narco- 
guerrialla  presence,  and  the  army,  navy  and  air  force  are  the  only  state  agents  who 
can  confront  these  well-armed  and  well-financed  criminal  organizations. 

This  narco-guerrilla  nexus  is  already  a  very  lucrative  enterprise  in  Columbia,  and 
the  distinction  between  a  narcotics  trafficker  and  a  guerrilla  is  becoming  increas- 
ingly difficult  to  discern.  According  to  Colombian  government  reports,  approximately 
40  percent  of  the  income  of  the  Colombian  Armed  Revolutionary  Front  (FARC)  is 
derived  from  activities  related  to  the  processing  and  trafficking  of  illicit  narcotics. 
During  the  current  aerial  eradication  surge  operation  now  underway,  guerrillas 
have  managed  to  inflict  considerable  damage  on  the  police  spray  planes  and  their 
escort  helicopters.  During  CY94,  the  Colombian  anti-narcotics  police  experienced  32 
separate  incidents  of  helicopters  and  spray  planes  taking  groundfire.  Since  end-No- 
vember 1994,  guerrillas  guarding  laboratories  and  coca  fields  have  been  responsible 
for  the  deaths  of  four  police  officers.  Three  more  were  seriously  wounded  and  one 
is  missing  in  action.  Two  heUcopters  have  been  downed. 

VENEZUELA 

Question.  I  understand  there  has  been  a  suspension  of  constitutional  guarantees 
effectively  giving  control  to  the  Venezuelan  army  and  the  national  guard.  Does  the 
Administration  have  a  position  on  the  suspension  of  constitutional  guarantees?  Has 
any  concern  about  this  issue  been  raised?  If  yes,  at  what  level? 

Answer.  The  Venezuelan  government  suspended  certain  constitutional  guarantees 
in  June  1994.  These  include:  the  fi-eedom  fix)m  arbitrary  arrest  and  detention,  the 
freedom  from  search  without  a  warrant,  the  freedom  of  travel,  the  freedom  to  pur- 
sue profitable  activities,  the  right  to  own  private  property,  and  the  right  to  receive 
compensation  for  assets  confiscated  by  the  state.  The  Venezuelan  government  said 
that  the  suspension  was  necessary  to  combat  unspecified  subversion  and  provide  the 
administration  with  the  necessary  legal  framework  to  address  the  country's  eco- 
nomic and  financial  crisis.  Venezuelan  officials  maintain  that  guarantees  will  be  re- 
stored following  the  passage  of  certain  pieces  of  legislation  now  before  congress. 

The  government  remains  under  civilian  control,  with  functioning  executive,  legis- 
lative and  judicial  branches.  Only  two  civilian  government  institutions  have  been 
put  under  military  control,  both  for  reasons  unrelated  to  the  constitutional  suspen- 
sions. Seven  of  Venezuela's  34  prisons  were  put  under  the  control  of  the  National 
Guard  in  December  1994  after  renewed  rioting. 

The  nation's  airports  were  put  under  the  control  of  the  Venezuelan  Air  Force  in 
February  1995  due  to  an  air  traffic  controllers'  strike.  At  this  time,  these  institu- 
tions remain  under  military  control. 

The  U.S.  government  has  repeatedly  expressed  its  concern  over  these  suspensions 
of  constitutional  guarantees.  Deputy  Secretary  Talbott  and  Assistant  Secretary  for 
Interamerican  Affairs  Watson  have  raised  the  issue  with  Venezuelan  Ambassador 
Echeverria.  Undersecretary  for  Economic  Affairs  Spero  has  raised  USG  concern 
about  the  suspensions  in  meetings  with  high-level  Venezuelan  delegations  to  Wash- 
ington. 

The  Department  of  State  reported  the  suspensions  as  a  violation  of  human  rights 
in  the  1994  Country  Report  on  Human  Rights  Practices  for  Venezuela,  released  in 
February  1995.  Our  Ambassador  to  Venezuela,  Jeffrey  Davidow,  has  repeatedly  dis- 
cussed the  issue  with  high-level  interlocutors  in  the  Venezuelan  government,  and 
continues  to  do  so. 
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MIDDLE  EAST  REGIONAL  COOPERATION  PROGRAM 

Question.  The  Administration's  FY96  request  provides  $12  million  to  fund  the  5 
mvUtilateral  working  groups  and  to  support  regional  cooperation  programs  between 
Israel  and  the  Arab  countries.  In  last  year's  Foreign  Operations  Appropriation  bill, 
Congress  included  report  language  urging  the  Administration  to  fully  fund  the  $7 
million  Middle  East  Regional  Cooperation  program,  or  MERC.  The  small  investment 
in  MERC  has  played  a  key  role  in  fostering  cooperation  between  Israel  and  the  Arab 
countries  on  scientific  and  technical  projects.  Does  the  Administration's  $12  million 
request  include  support  for  the  MERC  program?  How  will  continue  support  for  re- 
gional cooperation  programs  like  MERC  furtiier  the  efforts  of  the  peace  process? 

Answer.  For  FY  1996,  the  Administration  requests  $7  million  for  the  MERC  and 
$5  million  for  the  Middle  East  Multilateral  Working  Groups. 

The  $12  million  requested  for  these  two  programs  will  make  an  important  con- 
tribution to  the  Middle  East  peace  process.  MERC  supports  scientific  and  technical 
collaboration  between  Israel  and  Arab  states  such  as  Egypt,  Morocco,  and  Jordan, 
thereby  strengthening  Arab-IsraeU  ties  by  demonstrating  that  peaceful  cooperation 
can  yield  tangible  benefits  to  those  involved.  MERC  activities  complement  but  do 
not  overlap  with  the  ongoing  multilateral  activities. 

The  five  multilateral  working  groups — ^water,  environment,  economic  develop- 
ment, refugees,  and  arms  control  and  regional  security — maintain  an  active  program 
of  concrete  pilot  projects,  as  weU  as  seminars,  workshops  and  feasibility  studies.  In 
addition  to  supporting  agreements  reached  between  Israel  and  Arab  parties  in  bilat- 
eral negotiations,  the  multilateral  groups  proved  a  vital  forum  to  promote  contacts 
between  Israel  and  a  broader  group  of  Arab  parties  including  those  in  the  Gulf  and 
Maghreb. 
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DEPARTMENT  OF  THE  TREASURY 
WITNESS 

HON.  ROBERT  E.  RUBIN,  SECRETARY,  DEPARTMENT  OF  THE  TREAS- 
URY 

Chairman's  Opening  Statement 

Mr.  Callahan.  I  want  to  welcome  you  to  the  committee  and  to 
tell  you  that  from  your  prepared  statement  you  already  know  that 
you  have  a  tough  selling  job  in  front  of  you  with  regard  to  the  mul- 
tilateral banks.  I  want  to  commend  you,  first  of  all,  for  sending 
your  testimony  in  more  than  48  hours  in  advance  and  for  keeping 
it  brief  and  to  the  point. 

I  have  spent  much  of  my  time  since  becoming  Chairman  learning 
about  these  banks,  and  I  expect  you  have  been  doing  the  same 
thing  since  becoming  Secretary  last  month. 

In  a  month  or  two  this  subcommittee  will  know  how  much  money 
is  allocated  for  our  1996  bill.  Until  then  we  can  only  speculate  on 
the  amount  that  can  be  appropriated  for  the  multilateral  banks. 
One  thing  that  I  can  safely  predict  is  this:  You  will  not  get  your 
full  request. 

Each  member  of  this  subcommittee  has  his  or  her  own  priorities. 
Let  me  tell  you  a  couple  of  mine,  based  on  what  I  have  learned 
about  the  banks  so  far.  I  prefer  market  rate  lending  institutions  to 
those  that  give  money  away  as  so-called  interest-free  soft  loans. 

I  prefer  institutions  that  will  help  the  private  sector  to  those  that 
focus  on  the  public  sector,  and  I  prefer  institutions  that  work  in  re- 
gions where  America's  national  security  interests  are  clear  and  im- 
mediate. 

Mr.  Wilson  is  caught  in  an  airport,  I  think  maybe  he  came  up 
from  Texas  through  Denver.  He  is  en  route,  but  he  did  call  and  ex- 
press his  regrets  that  he  couldn't  be  here  at  the  beginning  of  the 
hearing.  Mr.  Torres  is  going  to  fill  in  for  him,  and  at  this  time,  Mr. 
Torres,  if  you  have  an  opening  statement,  we  would  be  glad  to  rec- 
ognize you. 

W.  Torres'  Opening  Statement 

Mr.  Torres.  I  thank  you,  Mr.  Chairman,  for  the  opportunity.  I 
am  sorry  that  inclement  weather  has  made  me  the  Ranking  Mem- 
ber this  morning.  In  any  event,  I  want  to  welcome  the  Secretary 
of  the  Treasury  this  morning  in  his  first  appearance  before  this 
subcommittee. 

In  revealing  the  fiscal  year  1996  request  of  $2.3  billion  for  inter- 
national financial  institutions,  I  think  we  need  to  keep  in  mind  the 
benefits  that  the  banks  bring  to  both  developing  countries  and  to 

(81) 


82 

the  United  States.  In  a  period  of  declining  international  assistance 
and  resources,  we  will  need  to  make  better  use  of  our  international 
financial  institutions  which  leverage,  and  I  want  to  underscore 
that,  which  leverage  funds  from  other  countries  to  provide  more 
economic  development. 

Mr.  Secretary,  I  thank  you  for  your  appearance  today.  I  look  for- 
ward to  your  testimony. 

Mr.  Callahan.  Mr.  Secretary,  we  recognize  you  now  for  your 
statement  that  we  have  already  had  time  to  review.  As  a  result  of 
that,  I  might  forewarn  you  that  since  we  had  so  much  time  to  re- 
view it,  we  have  more  time  to  get  in  depth  and  maybe  that  is  the 
process  some  of  the  other  people  that  appeared  before  our  commit- 
tee have.  If  they  send  it  to  us  late  we  don't  have  time  to  review 
it,  but  thank  you  for  sending  it  and  the  floor  is  yours. 

Mr.  Rubin's  Opening  Statement 

Secretary  RUBIN.  Thank  you,  Mr.  Chairman.  Next  year  maybe 
we  will  send  it  a  little  later.  We  learn  from  our  mistakes. 

Thank  you  very  much,  Mr.  Chairman,  and  thank  you  for  having 
us.  What  I  would  like  to  do,  if  I  may,  is  to  present  an  abbreviated 
version  of  the  written  statement. 

As  you  know,  we  are  requesting  $2.3  billion,  which  includes  $1.9 
billion  for  the  multilateral  development  banks:  $1.9  billion  in  regu- 
larly scheduled  payments  and  $400  million  as  the  beginning  of  pay- 
ment of  our  arrears.  We  feel  very  strongly  about  paying  the  arrears 
which  are  obligations  of  the  United  States  Government. 

About  60  percent  of  our  request  is  for  the  United  States'  con- 
tribution to  IDA  10.  About  88  percent  of  our  request  is  to  fulfill 
pledges  made  under  the  administrations  of  Presidents  Reagan  and 
Bush.  We  believe  that  the  participation  of  the  United  States  in  the 
multilateral  development  banks  should  be  viewed  from  only  one 
perspective  or  at  least  primarily  from  one  perspective,  and  that  is 
United  States'  self-interest,  and  that  is  what  this  is  in  large  meas- 
ure all  about,  our  self-interest. 

We  live  in  an  interconnected  world,  with  some  six  billion  people. 
What  these  banks  are  doing,  Mr.  Chairman,  in  our  view,  is  helping 
these  people  in  the  developing  countries  increase  their  incomes,  de- 
velop so  that  they  can  become  our  customers  of  tomorrow.  We  also 
believe  that  the  multilateral  development  banks  are  at  the  heart 
of  the  international  economic  system. 

They  have  always  had  broad  bipartisan  support  and  we  hope 
that  will  continue  to  be  the  case.  There  are  proposals  or  at  least 
we  have  heard  that  there  may  be  proposals  to  eliminate  U.S.  par- 
ticipation in  multilateral  banks.  We  think,  in  a  purely  hardheaded, 
business-like  sense  of  our  self-interest,  that  is  not  a  sensible  thing 
to  do.  We  also  understand  that  this  is  a  new  budgetary  environ- 
ment. 

As  you  know,  we  very  much  support  fiscal  discipline.  This  is  not 
a  request  for  straight-line  funding  on  a  business-as-usual  basis. 
Secretary  Bentsen  began  a  process  of  budget  cutting  in  the  multi- 
lateral development  bank  area.  We  are  going  to  continue  that.  We 
negotiated,  or  I  should  say  under  Secretary  Bentsen  negotiation 
was  successful  in  reducing  our  contribution  to  the  Inter- American 
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Bank  by  50  percent.  We  will  continue  to  lower  our  costs  in  the  fu- 
ture, including  our  negotiations  with  respect  to  IDA  11. 

It  is  also  worth  pointing  out  as,  Mr.  Torres  did,  the  money  that 
we  contribute  to  the  multilateral  development  banks  is  highly  le- 
veraged. The  multilateral  development  banks  draw  in  $4  for  every 
one  dollar  that  we  put  in.  Those  $4  come  mostly  from  Europe  and 
Japan,  and  almost  all  of  their  money  for  regular  lending  comes 
from  private  capital  markets. 

I  think  it  is  worth  focusing  on  leveraging,  which  is  really  in 
many  ways  the  unique  advantage  of  our  participation  in  the  devel- 
opment banks.  We  have  scarce  budgetary  resources  for  the  kinds 
of  activities  that  the  multilateral  development  banks  promote.  It  is 
our  belief  that  we  can  serve  our  country's  interest  best  by  doing 
these  activities  in  large  measure  through  the  multilateral  develop- 
ment banks  where  we  have  leverage  and  very  great  influence. 

Let  me  go  through,  if  I  may,  Mr.  Chairman,  some  of  the  areas 
in  which  the  multilateral  development  banks  do  serve  the  interests 
of  this  country.  First,  supporting  foreign  policy  and  national  secu- 
rity, they  have  been  exceedingly  valuable  assets  in  the  conduct  of 
U.S.  foreign  policy,  and  national  security  policy.  What  they  do  is 
to  permit  us  to  promote  our  national  security  and  national  policy 
interests  through  the  use  of  leveraged  funds.  In  effect,  they  extend 
our  financial  reach  into  the  areas  of  the  world  where  we  have  vital 
national  security  interests.  Russia,  for  example,  is  putting  its  econ- 
omy or  in  the  process  of  putting  its  economy  on  a  market  basis,  and 
the  banks  have  been  very  supportive  of  this  market  orientation. 

The  same  is  true  in  other  areas  of  Central  and  Eastern  Europe 
that  used  to  be  part  of  the  Soviet  Union.  At  the  end  of  1994,  the 
World  Bank  and  the  European  Bank  had  lent  more  than  $24  bil- 
lion in  those  areas,  and  some  $18  billion  in  the  pipeline  for  other 
projects.  All  of  that  is  enormously  in  our  interest  as  we  seek  to  pro- 
mote stability  in  a  part  of  the  world  where  stability  is  very,  very 
important  to  this  country. 

We  also  believe  the  World  Bank  can  play  a  leading  role  in  pro- 
viding financial  support  for  the  Middle  East  peace  process.  Let  me 
put  it  differently.  The  World  Bank  has  provided  such  a  role,  and 
we  believe  a  Middle  East  development  bank,  if  approved,  can  con- 
tinue that  process  as  we  go  forward. 

In  terms  of  the  economic  benefits  to  the  United  States,  develop- 
ing countries  are  the  most  rapidly  expanding  export  market  this 
country  has.  Exports  to  the  developing  countries  increased  from 
$91  billion  in  1987  to  $197  biUion  in  1993.  That  is  40  percent  of 
our  total  exports,  which  creates  nearly  four  million  jobs. 

A  great  deal  of  the  credit  for  this  increase,  for  that  40  percent 
of  our  exports,  goes  to  the  multilateral  development  banks.  They 
have  promoted  growth  in  parts  of  the  world  where  there  used  to 
be  enormous  pessimism  about  growth,  and  in  doing  so  they  have 
also  promoted  free  or  capitalist  economic  systems  and  free  and 
open  markets,  all  very  much  in  our  interest. 

Most  of  the  world's  growth,  Mr.  Chairman,  has  taken  place  in 
the  developing  countries,  and  we  think  it  is  overwhelmingly  in  our 
interest  to  continue  that  process.  As  I  said  a  moment  ago,  the  mul- 
tilateral development  banks  play  a  major  role  in  that  process. 
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Let  me  focus  for  a  moment  on  IDA,  which,  as  you  know,  is  the 
largest  single  recipient  of  appropriations  with  respect  to  multilat- 
eral development  banks.  IDA  promotes  capitalism,  the  kind  of  re- 
form that  does  not  come  easily  in  these  countries.  There  are  enor- 
mous institutional  constraints  and  forces  that  act  against  the  de- 
velopment of  capitalism  and  free  markets  in  these  economies.  Mul- 
tilateral development  banks  have  been  a  great  force  for  progress  in 
that  area,  and  I  might  add  a  force  that  I  don't  think  in  many  ways 
we  could  be  on  our  own  because  when  we  do  it,  it  is  the  United 
States  acting.  When  multilateral  development  banks  do  it,  it  is  the 
impersonal  world  organizations  acting. 

IDA  has  20  graduates,  including  many  that  we  now  refer  to  as 
the  big  emerging  U.S.  export  markets  like  Korea,  Indonesia,  Thai- 
land, and  Turkey.  In  1993,  these  20  graduates  of  IDA  took  $42  bil- 
lion in  U.S.  exports  and  that  same  year  current  IDA  borrowers  took 
another  $20  billion  for  a  total  of  $62  billion  in  U.S.  exports.  The 
development  banks  also  promote  the  export  of  U.S.  values;  our 
commitment  to  democracy  and  political  freedom,  capitalism  and 
free  markets,  privatization  and  economic  reform,  and  a  greater 
commitment  to  protecting  the  environment. 

Let  me  focus  on  the  environment  for  a  moment,  if  I  may.  There 
is  a  new  binational  financial  institution  that  we  are  jointly  estab- 
lishing with  Mexico,  the  North  American  Development  Bank  or 
NADBANK.  For  decades,  communities  on  both  sides  of  the  border 
have  had  very  serious  problems  with  respect  to  raw  sewage 
dumped  into  boundary  waters,  unsafe  drinking  water,  and  inad- 
equate municipal  waste  disposal.  NAFTA  provided  a  forum  in 
which  this  could  be  dealt  with.  The  United  States  and  Mexico 
agreed  to  address  these  problems  through  the  creation  of 
NADBANK,  and  its  sister  inbtitution,  the  Border  Environment  Co- 
operation Commission,  known  as  BECC. 

When  NADBANK  is  fully  capitalized,  each  dollar  of  American 
contributions  will  result  in  at  least  $10  in  new  financing  for  border 
environmental  infrastructure  projects  and  community  adjustment 
programs.  We  view  this  as,  again,  a  measure  of  great  importance 
to  this  country  and  very  much  in  the  self-interest  of  the  United 
States.  NADBANK  has  its  top  management  in  place  and  will  be 
ready  in  coming  months  to  look  at  projects  along  with  the  BECC. 

We  are  also  requesting  $42  million  to  reduce  debts  owed  to  the 
United  States  Government.  We  and  other  creditor  nations  are  seek- 
ing up  to  two-thirds  debt  reduction  from  the  poorest  countries,  par- 
ticularly in  Sub-Saharan  Africa.  We  also  believe  that  there  are  cer- 
tain countries  in  Latin  America  where  debt  reduction  programs  are 
appropriate,  though  there  it  is  our  view  that  debt  reduction  pro- 
grams should  be  paired  with  a  commitment  on  their  part  to  gen- 
erate local  resources  for  the  environment  and  child  development. 

Another  part  of  our  request  is  for  the  Global  Environmental  Fa- 
cility, which  is  enlisting  developing  countries  in  protecting  the  glob- 
al environment.  The  projects  there,  Mr.  Chairman,  are  designed 
not  for  local  environmental  issues,  but  rather  for  environmental  is- 
sues that  will  affect  all  of  the  countries  of  the  world,  activities  that 
take  place  in  developing  countries  that  could  affect  ozone  depletion, 
pollution  of  international  waters,  protection  of  biological  diversity, 
and  the  possibility  or  risk  of  global  warming. 
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We  have  focused  greatly,  especially  in  I  think  the  last  two  or 
three  years,  on  working  with  the  multilateral  development  banks 
to  make  them  more  effective.  The  United  States  has  pursued,  as 
you  know,  a  vigorous  agenda  of  reform. 

We  believe  a  great  deal  has  been  accomplished  with  respect  to 
improving  project  quality,  adopting  open  information  policies, 
transparency,  independent  inspection  panels — an  item  you  men- 
tioned which  was  making  sure  the  multilateral  development  banks 
engage  in  activities  that  are  complementary  to  the  private  sector 
rather  than  a  substitution  for  the  private  sector — and  focusing  on 
education,  health  and  other  people-centered  projects. 

The  banks,  in  accordance  with  this,  have  greatly  increased  their 
lending  for  health,  education,  nutrition,  education  for  young 
women,  and  other  areas  that  we  in  the  United  States  have  urged 
as  being  most  important  for  future  development.  On  the  adminis- 
trative side,  the  banks  are  making  their  managers  more  account- 
able, cutting  back  on  budgets,  and  in  general  operating  in  a  more 
business-like  and  efficient  fashion. 

Mr.  Chairman,  we  are  still  $800  million  behind  in  meeting  our 
obligations.  We  are  the  world's  largest  economy,  and  we  are  the 
only  nation  that  has  such  arrears.  Not  only  does  that  seem  incon- 
sistent with  the  obligations  of  the  United  States  of  America,  but  it 
also  reduces  our  influence  and  presently  we  have  great  influence 
in  these  institutions.  And  by  having  great  influence,  we  get  a  tre- 
mendous leverage  on  the  funds  that  we  put  in. 

Let  me  conclude,  Mr.  Chairman,  by  saying  that,  as  I  said  at  the 
beginning,  our  support  for  these  institutions  is  grounded  on  self-in- 
terest, American  self-interest,  and  we  believe  it  is  overwhelmingly 
in  our  self-interest  that  these  be  vital,  healthy  and  effective  institu- 
tions. 

We  believe  these  institutions  do  need  to  make  changes.  We  are 
very  strongly  supporting  those  changes.  We  believe  a  great  deal  is 
being  accomplished. 

Concluding,  Mr.  Chairman,  I  would  like  to  read  a  quote  from 
President  Eisenhower  in  1960  which  shows  that  the  questions 
about  multilateral  development  banks  are  not  new  to  this  adminis- 
tration or  this  Congress.  They  have  existed  throughout  the  history 
of  these  programs. 

In  1960,  when  extensive  cuts  were  proposed  in  the  appropria- 
tions request  President  Eisenhower  submitted  for  IDA — the  very 
same  program  that  is  the  largest  part  of  our  multilateral  develop- 
ment bank  appropriations  request — now  he  said,  and  I  quote,  "that 
such  a  program,  its  continuance  solemnly  pledged  by  both  of  our 
political  parties,  should  now  face  a  crippling  cutback  seems  incred- 
ibly irresponsible.  To  me  it  is  almost  inconceivable."  Thank  you, 
Mr.  Chairman. 

[The  information  follows:] 
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FOR  RELEASE  UPON  DELIVERY 

Expected  at  10  a.m.  EST 
February  28,  1995 


STATEMENT  OF  TREASURY  SECRETARY  ROBERT  E.  RUBIN 

SUBCOMMITTEE  ON  FOREIGN  OPERATIONS 

EXPORT  FINANCING  AND  RELATED  PROGRAMS 

HOUSE  COMMITTEE  ON  APPROPRIATIONS 


Mr.  Chairman.  Members  of  the  Committee.   I  am  pleased  to  present  the 
Administration's  FY  1996  appropriations  request  for  the  muhilateral  development  banks. 
Our  request  of  $2.3  billion  includes  $1.9  billion  in  regularly  scheduled  payments  and  just 
over  $400  million  for  the  payment  of  arrears. 

In  addition,  there  is  $25  million  for  the  enhanced  structural  adjustment  facility  of  the 
International  Monetary  Fund;  $56  million  for  the  North  American  Development  Bank; 
and  $42  million  for  debt  restructuring  and  buy-backs.   Details  of  these  programs  are  set 
out  in  a  separate  table  at  the  end  of  my  written  statement. 

Almost  60  percent  of  our  request  for  the  development  banks  is  for  the  U.S.  contribution 
to  IDA  10,  an  agreement  negotiated  under  President  Bush  in  1992.   In  fact,  88  percent 
of  the  request  is  to  fulfill  pledges  made  under  the  Reagan  and  Bush  Administrations. 
This  administration  is  fully  committed  to  meeting  all  of  these  obligations.     (Chart  1) 

Meeting  these  obligations  is  important.   U.S.  participation  in  the  development  banks 
serves  our  national  interests.  This  request  is  not  about  charity  or  foreign  aid. 

We  live  in  an  increasingly  interconnected  world  of  more  than  5.5  billion  people. 
Because  of  the  development  banks,  a  great  many  of  these  people  are  increasing  their 
incomes  and  becoming  better  customers  for  the  kinds  of  goods  and  services  we  excel  at 
producing. 
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Let  me  begin  by  emphasizing  the  stake  that  our  country  has  in  the  multilateral 
development  banks.   These  institutions  are  at  the  heart  of  the  international  economic 
system.  The  United  States  took  the  lead  in  creating  that  system  just  after  the  end  of 
World  War  II.  The  banks  have  always  had  broad  bipartisan  support  and  have  served  our 
national  interests  well  for  more  than  50  years. 

This  year  there  have  been  proposals  to  eliminate  U.S.  participation  in  the  development 
banks.   Some  people  are  saying  we  should  not  proceed  with  negotiations  for  the  next 
replenishment  of  IDA.  Those  proposals  don't  make  any  sense.  They  would  not  serve 
our  national  interests.   It  would  be  a  grave  mistake  to  turn  our  backs  on  the  banks  or 
walk  away  from  our  international  obligations. 


Cost-Effective  Internationalism 

We  understand  there  is  a  new  budgetary  environment;  that  calls  are  being  made  for  cuts 
in  many  other  programs.   We  also  know  that  the  request  for  the  development  banks  is 
cost-effective,  that  it  responds  to  the  need  for  substantial  savings  in  budget  authority  this 
year  and  in  coming  years.   This  request  is  not  a  request  for  straight-line  funding  on  a 
business  as  usual  basis. 

Secretary  Bentsen  made  cost-cutting  a  major  priority  of  our  participation  in  the 
development  banks.   Over  the  past  two  years  Treasury  negotiated  a  50  percent  reduction 
in  the  annual  costs  of  U.S.  contributions  to  the  Inter-American  Bank,  and  cut  back  on 
the  annual  costs  of  our  contribution  to  the  Asian  Bank.  We  will  continue  to  lower  these 
costs  in  future  negotiations,  including  those  for  IDA  11. 

The  money  we  contribute  to  the  development  banks  is  very  highly  leveraged.  The  banks 
are  cost-effective  internationalism.   First,  they  are  able  to  draw  in  contributions  from 
other  countries  -  four  dollars  for  each  dollar  we  contribute  -  mostly  from  Europe  and 
Japan.   Second,  they  raise  nearly  all  their  funds  for  regular  lending  from  private  capital 
markets.  That  lowers  the  budgetary  cost  of  our  participation  in  the  banks  by  substantial 
amounts  every  year.   (Chart  2) 

This  ability  to  get  results  at  a  much  lower  cost  is  a  unique  advantage  of  our  participation 
in  the  development  banks.   We  are  able  to  multiply  scarce  budgetary  resources  and 
remain  engaged  internationally  -  pursuing  our  objectives  and  acting  effectively  in  our 
own  national  interest. 
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3 
Our  Stake  in  the  International  Economic  System 

With  the  world's  largest  economy,  the  United  States  has  an  enormous  stake  in 
maintaining  the  stability  of  the  international  economic  and  financial  system.   Our  own 
economic  health  and  vitality,  as  well  as  our  prospects  for  future  growth,  are  intertwined 
with  those  of  other  nations.   We  need  an  international  system  that  functions  effectively 
and  allows  for  continued  growth  of  international  trade  and  investment. 

Strong  backing  from  the  IMF  was  an  essential  element  in  enabling  the  President  to  react 
swiftly  and  decisively  in  providing  support  to  the  Mexican  peso.   The  World  Bank  is  also 
a  key  player  ~  nearly  $9  billion  in  active  loans  and  an  additional  $4.5  billion  in  the 
pipeline. 

The  World  Bank  was  also  able  to  respond  very  quickly  in  providing  advice  to  Mexico's 
banking  supervisors.  This  is  a  good  example  of  the  role  these  institutions  play  in  helping 
countries  cope  with  problems  that  stretch  their  capabilities  in  this  area.   I've  discussed 
the  issue  of  the  future  of  the  institutions  with  my  G-7  counterparts  in  Toronto,  and  the 
heads  of  state  will  be  paying  close  attention  to  the  matter  at  the  Halifax  summit. 

All  of  the  multilateral  development  banks  have  a  part  in  strengthening  the  international 
economic  system.   Policy  reform  loans  increase  global  growth  by  lowering  trade  and 
investment  barriers  in  developing  countries.   Economic  advice  and  market-building  loans 
help  Eastern  Europe  and  the  Former  Soviet  Union  to  become  full-fledged  participants  in 
international  trade. 


Supporting  Foreign  Policy  and  National  Security 

The  MDBs  are  extremely  valuable  assets  in  the  conduct  of  U.S.  foreign  and  national 
security  policy.   Their  ability  to  mobilize  financial  resources  ~  to  react  rapidly  when 
there  is  need  ~  gives  us  greater  scope  than  we  would  have  on  our  own  to  take  action  in 
times  of  international  crisis. 

The  banks  also  help  us  respond  to  natural  disasters  and  other  emergencies  through  relief 
efforts.   IDA  is  providing  support  following  earthquakes  in  India  and  Armenia  and 
flooding  in  Pakistan.   Rwanda,  Burundi,  and  Haiti  are  receiving  emergency  assistance 
from  IDA  to  reopen  primary  schools  and  fund  emergency  health  care. 

Through  the  multilateral  development  banks,  we  have  extended  our  country's  financial 
reach:  expanding  our  influence  in  areas  vital  to  our  national  security  interests.   Russia  is 
receiving  substantial  assistance  in  putting  its  economy  on  a  market  basis,  and  the  banks 
are  undertaking  new  projects  in  other  countries  in  the  region:  privatizing  state-owned 
corporations  in  Ukraine  and  lending  money  to  small  entrepreneurs  in  Georgia  and 
Belarus. 
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At  the  end  of  1994,  the  World  Bank  and  the  European  Bank  had  lent  more  than  $24 
billion  in  Central  and  Eastern  Europe  and  the  former  Soviet  Union.   Some  $18  billion  in 
additional  projects  are  in  the  pipeline  and  should  be  committed  over  the  next  three 
years.  (Chart  3) 

The  World  Bank  has  taken  the  lead  in  providing  financial  support  for  the  Middle  East 
peace  process.   Last  year  it  began  an  emergency  assistance  program  for  Gaza  and  the 
West  Bank  and  is  following  up  this  year  with  a  loan  that  focuses  on  health  and  education 
problems.   Support  is  also  going  to  Egypt  and  Jordan. 

Economic  Benefits  to  the  U.S. 

The  MDBs  provide  substantial  benefits  to  the  U.S.  economy.   Caterpillar  of  Peoria, 
Illinois  estimates  that  it  gets  $250  million  each  year  fi-om  contracts  ftinded  through  the 
MDBs.   These  contracts  help  the  economy  in  Illinois  and  have  a  ripple  effect  elsewhere 
through  sub-contractors  and  suppliers. 

Other  U.S.  corporations  also  get  major  contracts  from  the  MDBs.  AT&T  is  providing 
telephone  equipment  in  the  Philippines.   McDermott  International  of  New  Orleans  is 
doing  electric  power  work  in  China  with  turbines  supplied  by  Westinghouse.   Offshore 
Pipelines  of  Houston  is  active  in  India. 

Small  and  medium-sized  firms  also  benefit.   Engineering  and  consulting  firms  write 
feasibility  studies,  prepare  final  designs,  and  oversee  implementation  of  projects.  This 
work  often  leads  to  large-cost  contracts  for  U.S.  firms  downstream. 

We  cannot  afford  to  back  away  from  commercial  opportunities  in  developing  countries. 
They  are  our  most  rapidly  expanding  export  market,  going  ft^om  $91  billion  in  1987  to 
$197  billion  in  1993.  That's  40  percent  of  our  total  exports,  which  creates  nearly  four 
million  jobs  and  benefits  our  whole  economy.   We  know  that  a  great  deal  of  the  credit 
for  this  increase  must  go  to  the  multilateral  development  banks  for  their  work  in 
economic  reform. 

The  most  important  commercial  benefits  we  get  from  the  MDBs  come  from  the  work 
they  do  in  creating  more  open  and  market-oriented  economies  in  developing  countries. 
Nothing  is  more  important  than  promoting  the  private  sector  in  these  economies.   This  is 
where  85  percent  of  the  world's  people  live.   It  is  where  most  of  the  world's  economic 
growth  is  taking  place.  And  it  is  where  most  of  the  impetus  for  greater  growth  in  our 
own  economy  will  come  from  in  the  future. 

The  MDBs  contribute  to  creating  market-oriented  economies  by  encouraging  lowering 
tariffs,  liberalizing  investment  regimes,  reorganizing  the  financial  sector,  changing  the  tax 
system,  providing  incentives  for  investment,  and  creating  a  new  legal  and  regulatory 
framework  to  spark  private  initiative. 
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The  Importance  of  IDA 

IDA  plays  an  extremely  important  role  in  this  respect.  In  the  mid-1980s,  it  was  given  a 
new  job:  engineering  economic  reforms  that  emphasize  market  mechanisms  and  the 
private  sector.   IDA  provides  seed  money  for  capitalism  and  free  market  reform.   This 
type  of  reform  does  not  come  easily.   It  takes  time  and  is  a  difficult  and  painful  process. 

IDA  support  is  essential  in  getting  poorer  countries  through  that  transition.  Those 
countries  have  no  natural  constituency  for  international  capitalism  and  free  markets.   It 
must  be  built  from  the  bottom  up  and  against  strong  resistance  from  the  status  quo. 

This  is  a  large  part  of  what  IDA  does  today.  It  helps  remake  developing  countries  in  the 
image  of  the  United  States  and  the  other  industrialized  democracies.  One  of  it's  biggest 
success  stories  is  India,  which  also  shows  how  these  programs  have  benefitted  the  United 
States. 

Under  IDA  lending,  beginning  in  1991,  India  cut  its  tariffs  and  liberalized  investment 
rules.   Since  then,  the  U.S.  has  become  India's  largest  foreign  investor.   Our  exports 
jumped  from  $1.9  billion  to  $2.8  billion  in  one  year  and  Secretary  Brown  recently 
announced  new  contracts  for  U.S  firms  of  more  than  $7  billion. 

IDA  has  20  graduates,  including  big  emerging  export  markets  for  the  United  States  like 
Korea,  Indonesia,  Thailand,  and  Turkey.  In  1993,  these  20  countries  took  $42  billion  in 
U.S.  exports  and  current  IDA  borrowers  took  an  additional  $20  billion. 

IDA  sets  the  stage  for  engagement  by  our  bilateral  export  agencies  like  Eximbank,  OPIC 
and  TDA.   What  IDA  and  the  other  development  banks  do  is  an  essential  complement 
and  support  to  our  export  agencies.   All  of  the  banks  are  used  by  U.S.  firms  to  establish 
a  toehold  in  new  and  emerging  markets. 

The  development  banks  also  promote  the  export  of  U.S.  values:  our  commitment  to 
democracy  and  political  freedom,  capitalism  and  free  markets,  privatization  and 
economic  reform,  and  a  greater  commitment  to  protection  of  the  environment.   All  of 
the  development  banks  are  focussed  on  promoting  good  governance  and  public 
participation. 

Protecting  the  Environment 

Let  me  turn  now  to  a  new  binational  financial  institution  that  we  are  jointly  establishing 
with  Mexico  ~  the  North  American  Development  Bank  or  NADBANK.   For  decades, 
communities  along  both  sides  of  the  border  with  Mexico  have  been  plagued  by  the 
problems  of  raw  sewage  dumped  in  boundary  waters,  unsafe  drinking  water,  and 
inadequate  municipal  waste  disposal. 
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These  are  international  problems  which  have  had  a  strong  impact  on  U.S.  citizens.  As 
part  of  NAFTA,  the  United  States  and  Mexico  have  agreed  to  address  these  problems 
through  the  creation  of  NADBANK  and  its  sister  institution,  the  Border  Environment 
Cooperation  Commission  or  BECC. 

When  NADBANK  is  fully  capitalized,  each  dollar  in  U.S.  contributions  will  result  in  at 
least  $10  in  new  financing  for  border  environmental  infrastructure  projects  and 
community  adjustment  programs  that  will  provide  significant  benefits  to  U.S.  citizens  and 
firms. 

NADBANK,  which  has  its  top  management  in  place,  will  be  ready  in  coming  months  to 
look  at  projects  along  with  the  BECC.   Its  U.S.  community  adjustment  window  will  soon 
be  up  and  running  too.  The  Bank  will  draw  additional  funds  fi'om  the  private  sector  and 
other  sources. 

Along  with  our  request  for  funds  for  the  development  banks,  we  are  requesting  $42 
million  to  reduce  debts  owed  to  the  U.S.  Government.  Joining  other  creditor  countries 
in  providing  up  to  two-thirds  debt  reduction  for  the  poorest  countries,  particularly  in 
Sub-Saharan  Africa,  we  are  seeking  to  help  those  whose  debt  is  worth  very  little  but 
which  continues  to  weigh  heavily  on  them.  Building  on  the  Summit  of  the  Americas,  we 
are  also  proposing  a  buy-back  and  swap  program  for  lower  income  countries  in  this 
hemisphere  which  will  generate  local  resources  for  the  environment  and  child 
development. 

Another  of  our  requests  is  for  the  Global  Environment  Facility  or  GEF,  which  is 
enlisting  developing  countries  in  the  job  of  protecting  the  global  environment.   We 
cannot  do  this  by  ourselves.  The  GEF  is  low-cost  insurance  against  global  warming.  It 
also  targets  ozone  depletion,  pollution  of  international  waterways  and  protection  of 
biological  diversity. 

Improving  Performance/Reducing  Arrears 

We  have  also  been  working  very  successfully  to  make  the  MDBs  more  effective  at  what 
they  do:  improving  project  quality;  adopting  open  information  policies;  making  their 
operations  more  transparent;  establishing  independent  inspection  panels;  improving  their 
poverty  programs;  and  strengthening  their  environmental  performance.   (Chart  4) 

The  development  banks  have  greatly  increased  their  lending  for  health,  education  and 
nutrition.  Their  work  in  the  area  of  education  for  young  women  is  particularly 
important.   It  results  in  smaller  and  healthier  families  and  in  higher  family  incomes.  The 
World  Bank  has  also  become  the  largest  lender  for  programs  to  combat  AIDS.   Carriers 
of  the  HIV  virus  were  estimated  at  9  million  in  1990  and  are  expected  to  reach  29 
million  by  the  year  2000. 
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On  the  administrative  side,  the  banks  are  making  their  managers  more  accountable, 
cutting  back  on  budgets  and  reducing  travel  costs.  These  actions  have  been  taken  as  a 
result  of  U.S.  initiatives.   They  demonstrate  how  responsive  the  banks  have  been  to  our 
interests  and  concerns. 

Yet,  we  are  still  around  $800  million  behind  in  meeting  our  obligations  to  the  banks.  If 
we  want  to  maintain  our  influence,  we  must  pay  down  those  arrears.  We  are  the  world's 
largest  economy  and  the  only  nation  that  has  such  arrears.   (Chart  5) 

Mr.  Chairman,  I  cannot  emphasize  too  strongly  how  important  these  institutions  are  to 
our  national  interests.   They  are  the  most  cost-effective  way  I  know  to  assist  development 
and  economic  stabilization.   At  our  urging,  the  institutions  are  changing  their  culture  and 
adapting  to  evolving  challenges.   And  with  this  request,  we  are  following  through  on  the 
international  commitments  made  by  prior  administrations,  obligations  we  are  expected  to 
keep. 

I  can  think  of  no  better  way  to  conclude,  Mr.  Chairman,  than  with  a  quote  from 
President  Eisenhower  in  1960,  when  extensive  cuts  were  proposed  in  the  appropriation 
request  he  submitted  for  IDA: 

"  That  such  a  program  ...  its  continuance  solemnly  pledged  by  both  of  our 
political  parties  ~  should  now  face  a  crippling  cutback  seems  incredibly 
irresponsible.   To  me  it  is  almost  inconceivable." 
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BUDGET  PRIORITIES 


Mr.  Callahan.  We  have  the  Assistant  Secretary  Shafer  here, 
too.  Do  you  want  to — can  we  sHde  around,  Ron? 

Mr.  Secretary,  I  appreciate  your  statement  and  I  appreciate  your 
philosophy.  I  might  remind  you  that  when  Dwight  Eisenhower 
made  these  comments  I  think  we  had  a  balanced  budget.  I  think 
it  was  the  last  balanced  budget  that  we  had,  and  therein  lies  the 
problem. 

I  don't  think  that  there  is  anyone  on  this  committee  and  cer- 
tainly not  its  Chairman  that  disagrees  with  the  fact  that  the  multi- 
lateral banks  and  all  of  the  Federal  programs  that  we  are  review- 
ing, especially  this  year,  have  merit,  but  rather  where  do  our  prior- 
ities lie. 

I  mean,  we  are  faced  with  a  situation  where  the  American  people 
are  demanding — first  of  all,  they  are  somewhat  confused  over  the 
amount  of  money  that  we  throw  into  this  category  where  your 
banks  fall,  and  they  think  that  15  percent  of  everything  we  appro- 
priate is  going  in  some  form  of  a  program  to  help  a  foreign  country. 

But  now  we  are  faced  with  a  real, problem  where  we  are  going 
to  have  to  make  some  real  cuts  in  every  area  of  government,  not 
just  multilateral  banks,  not  just  foreign  aid,  but  every  area  of  gov- 
ernment is  going  to  have  to  begin  doing  something  to  reduce,  re- 
gardless of  whether  or  not  it  is  one-half  of  1  percent  or  whether  it 
is  10  percent  of  our  overall  budget,  and  with  that,  all  of  us  have 
to  go  back  and  tell  this  reality  to  the  people  we  represent. 

So  what  we  are  saying  is  that  we  are  going  to  go  back  to  Mobile, 
Alabama,  where  I  live,  and  we  are  going  to  tell  them,  we  are  going 
to  have  to  possibly  look  at  Medicaid  and  reducing  some  of  the  mon- 
ies for  Medicare.  We  are  going  to  have  to  look  at  a  real  change  in 
the  entire  Social  Security  Program  for  the  future,  not  cut  social  se- 
curity. Don't  anybody  write  that  I  am  proposing  that.  We  are  going 
to  have  to  look  at  every  facet  of  government.  It  is  unfair,  I  think, 
for  the  administration  to  expect  us  to  go  back  and  say,  "except  for- 
eign aid  or  except  multilateral  banks  that  are  going  to  help  other 
countries." 

There  is  no  doubt  in  my  mind  of  the  good  that  you  do.  There  is 
no  doubt  in  my  mind  of  the  fact  that  some  of  the  programs  that 
are  financed  through  the  multilateral  banks  or  through  the  World 
Bank  create  jobs  in  this  country.  Nevertheless  we  have  to  explain 
this  to  people  back  in  our  respective  districts,  and  we  want  to  work 
with  the  administration. 

We  don't  want  to  do  anything  to  reinvent  Government.  We  want 
to  work  with  the  administration  to  best  utilize  the  resources  we 
have.  What  I  think  you  have  to  realize  and  certainly  you  do  is  the 
position  we  are  in  of  having  to  reduce  somewhere,  even  though  it 
might  be  a  symbolic  reduction.  We  can't  tell  the  American  people 
we  are  going  to  cut  everything,  we  are  going  to  cut  out  the  lunch 
programs  and  we  are  going  to  hear  on  the  Floor  of  the  House  all 
this  rhetoric  about  we  are  taking  out  of  the  mouths  of  children  to 
do  other  things. 

Now,  can  we  expect  in  this  bipartisan  support  you  are  hoping  to 
help  us  achieve  that  somebody  is  not  going  to  stand  up  and  say 
that  we  are  taking  out  of  the  mouths  of  children  and  giving  it  to 
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some  multilateral  bank  so  they  can  lend  it  to  some  country  that  we 
have  never  heard  of? 

We  have  a  tremendous  problem  here,  and  we  want  your  coopera- 
tion in  trying  to  recognize  that  we  are  going  to  cut.  That  is  not 
even  negotiable.  We  are  going  to  cut.  Now,  the  question  only  re- 
mains is  how  are  we  going  to  cut.  So  we  want  your  cooperation  in 
suggesting  to  us  your  priorities  with  the  true  monies  that  we  are 
going  to  have  available. 

Number  one,  we  don't  know  how  much  money  we  are  going  to 
have  available  because  Mr.  Kasich  and  his  company  are  still  going 
through  the  process  of  trying  to  establish  a  budget  resolution.  But 
we  do  realistically  know  that  we  are  going  to  be  expected  to  reduce 
something,  and  with  that,  I  want  your  cooperation  in  saying, 
Sonny,  you  know,  maybe  we  can  cut  a  little  here. 

I  don't  want  to  rewrite  this  entire  program  for  the  multilateral 
banks.  I  want  your  help  in  achieving  a  goal  we  are  going  to  have 
to  meet,  and  so  I  think  that  is  going  to  set  the  stage  for  what  we 
do  in  the  next  couple  of  months. 

I  solicit  your  input,  want  your  help,  want  your  assistance,  but 
want  you,  as  well  as  the  administration,  to  recognize  that  we  have 
a  problem  that  we  are  going  to  have  to  face  and  the  question  is 
whether  we  do  it  together  or  whether  we  force  it  upon  you,  because 
I  don't  think  we  can  be  as  professional  in  forcing  the  reduction  as 
you  can  advise  us  to  be,  so  I  just  want  you  to  be  aware  of  the  stage 
that  we  are  going  to  play  on,  and  we  want  you  to  be  a  leading  actor 
in  this  process,  and  to  help  us  rather  than  to  consider  us  your  ad- 
versary. 

One  thing  that  I  wanted  to  ask,  and  I  have  got  a  couple  of  ques- 
tions, and  we  will  go  ahead  and  request  permission  for  all  Members 
to  submit  questions  in  case  time  runs  out,  but  I  notice  that  CATO 
had  some  very  bad  reports  about  the  World  Bank.  In  fact,  they  said 
it  was  unsound.  I  don't  know  if  CATO  is  right  or 

Secretary  Rubin.  The  CATO  Institute? 

Mr.  Callahan.  The  CATO  Institute.  That  there  was  a  real  dan- 
ger that  we  might  have  a  $30  billion  liability  that  could  be  called. 
Is  there  any 

Secretary  RUBIN.  I  haven't  seen  that  story. 

Mr.  Shafer.  I  haven't  seen  that.  The  World  Bank's  reserves  are 
quite  large,  its  repayment  record  relative  to  its  reserves  is  very 
good.  It  is  a  legal  fact  that  we  do  have  potential  callable  capital  ob- 
ligation to  the  World  Bank,  but  its  basic  soundness  and  its  reserves 
make  that  really  something  that  is  a  theoretical  problem,  not  a 
practical  possibility. 

Secretary  RUBIN.  Mr.  Chairman,  if  you  would  like  to  get  us  a 
copy  of  that,  we  would  be  delighted  to  respond  in  writing  to  that. 

[The  information  follows:] 

Question.  I  notice  that  CATO  had  some  very  bad  reports  about  the  World  Bank. 
In  fact,  they  said  it  was  unsound.  I  don't  know  if  CATO  is  right  or — that  there  is 
a  real  danger  that  we  might  have  a  $30  billion  liability  that  could  be  called. 

Answer.  There  is  no  doubt  that  development  is  risky;  if  it  weren't  there  would  be 
no  need  for  the  World  Bank.  However,  World  Bank  Management  and  the  United 
States  and  other  countries  represented  on  the  Executive  Board  recognize  the  impor- 
tance of  maintaining  the  quality  of  the  Bank's  credit  rating  and  its  standing  in 
international  capital  markets. 

IBRD  securities  have  had  a  AAA  credit  rating  since  the  1950s.  This  reflects  a 
number  of  factors.  The  Bank  has  guidelines  limiting  Bank  exposure  to  any  one 
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country.  The  Bank's  lending  operations  are  also  designed  to  promote  the  economic 
growth  and  policy  environment  which  will  strengthen  borrowing  countries'  debt 
servicing.  The  Bank  has  also  followed  consistently  prudent  flnancial  management 
policies,  including  policies  on  reserves  and  loan  loss  provisioning. 

"The  Bank's  reserves-to-loans  ratio  is  a  principal  gauge  to  measure  the  capacity 
of  the  Bank  to  bear  risks.  There  is  a  13-14  percent  target  range  for  the  current  fis- 
cal year;  the  ratio  at  the  beginning  of  FY  1995  being  13.85  percent.  The  Bank  also 
accumulates  provisions  at  a  level  equal  to  3  percent  of  the  amount  of  loans  out- 
standing and  the  present  value  of  callable  capital.  This  compares  with  the  2.15  per- 
cent share  of  the  seven  IBRD  borrowers  currently  in  non-accrual  status.  These  fac- 
tors contribute  to  the  World  Bank's  sound  financial  condition. 

Mr.  Yates.  Mr.  Chairman,  it  has  been  my  experience  that  some 
of  the  statements  of  the  CATO  Institute  have  been  unsound. 

Mr.  Callahan.  That  may  be  true.  We  are  just  going  to  check  this 
out,  Sid.  We  are  not  going  to  have  a  congressional  inquiry  here. 

Mr.  Torres. 

Mr.  Torres.  Mr.  Chairman,  if  you  would  permit  me,  I  would 
yield  at  this  time  to  the  Ranking  Member  of  the  full  Appropriations 
Committee,  Mr.  Obey,  for  any  questions. 

Mr.  Callahan.  Mr.  Obey. 

Mr.  Obey.  Well,  thank  you. 

Mr.  Secretary,  I  am  happy  to  see  you  here  today.  I  am  trying  to 
be  in  three  places  at  once  because  there  are  two  or  three  people 
testifying  today  who  have  bigger  problems  than  you  have. 

Secretary  RuBiN.  They  must  have  pretty  large  problems. 

PURPOSE  FOR  IFI'S 

Mr.  Obey.  So  that  may  seem  difficult  to  believe,  but  a  couple  of 
them  do.  I  guess  I  would  just  like  to  go  straight  to  the  question  of 
why  we  do  a  lot  of  the  things  that  we  do,  because  I  think  it  is  im- 
portant that  you  get  on  the  record  what  the  purpose  is  of  a  lot  of 
things  that  this  subcommittee  reviews. 

We  have  the  international  financial  institutions,  their  hard  loan 
windows,  their  soft  loan  windows.  We  have  institutions  like  IDA; 
they  are  not  well  understood.  They  are  certainly  not  broadly  sup- 
ported. They  play  a  key  role  in  fashioning  the  postwar  world  as  we 
have  known  it,  but  they  are  going  to  be  under  tremendous  pres- 
sure, as  is  everything  else  in  the  budget,  as  you  know. 

I  guess  I  would  simply  like  to  have  you  respond  to  this  question: 
Why  do  we  have  the  IFIs?  Why  should  we  continue  to  support 
them?  How  do  they  serve  the  national  interests  of  this  country? 
Most  especially,  how  do  they  serve  the  economic  interests  of  this 
country,  not  some  bleeding  heart,  striped  pants  foreign  policy  jus- 
tification that  often  leaves  people  unsatisfied,  but 

Mr.  Yates.  That  is  a  nonsequitur. 

Mr.  Obey  [continuing].  But  a  good  old  meat  and  potatoes  expla- 
nation of  why  they  effect,  why  do  they  make  the  world  better  for 
a  small  businessman  on  the  main  street  of  my  hometown  or  a 
worker  in  a  factory  in  my  hometown,  and  why  would  our  interest 
be  negatively  impacted  if  we  reduced  our  participation  significantly 
in  those? 

An  example  when  President  Eisenhower  started  IDA,  we  were 
contributing  over  40  percent  of  the  cost  of  that  operation.  Today, 
we  are  contributing  about  half  the  cost  of  that  operation.  So  we  cer- 
tainly have  increased  our  ability  to  leverage  other  people's  partici- 
pation in  solving  the  world's  problems,  but  in  plain,  hard-nosed 
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economic  terms,  why  should  we  keep  doing  this  as  many  years  as 
we  are  now  after  Bretton  Woods? 

Secretary  Rubin.  Well,  Mr.  Obey,  I  am  wearing  striped  pants,  by 
the  way — I  hope  that  won't  prejudice  my  answer.  It  is  our  view 
that  the  multilateral  development  banks  should  be  thought  of  pri- 
marily and  maybe  even  wholly  in  terms  of  our  economic,  and  na- 
tional security  self-interest.  Something  like  40  percent  of  our  ex- 
ports today  are  to  developing  countries,  and  a  lot  of  those  countries 
are  countries  that  either  are  currently  or  used  to  be  IDA  clients. 

As  I  point  out  in  my  testimony,  the  20  graduates  of  IDA,  Korea, 
Indonesia,  Thailand,  and  some  of  the  others  that  used  to  be  IDA 
clients  when  they  were  poor  countries,  and  one  would  not  have 
thought  much  of  them  as  economic  trade  partners,  have  in  the  ag- 
gregate now  reached  the  point  where  they  import  from  the  United 
States  something  like  $40  billion  worth  of  goods  and  services  per 
annum,  and  on  top  of  that  there  is  something  like  $20  billion  of  ex- 
ports from  the  United  States  to  current  IDA  clients.  You  take  the 
two  together,  you  have  got  about  $60  billion  worth  of  exports  in 
goods  and  services.  And  as  the  current  clients  graduate  and  them- 
selves become  new  Koreas,  obviously  those  numbers  have  the  po- 
tential for  going  up  and  up  very  substantially. 

More  broadly,  the  President  often  says,  and  I  think  there  is  not 
really  much  question  about  it,  that  our  greatest  potential  is  the  de- 
veloping countries,  and  as  they  become  stronger  economically,  they 
become  greater  trading  partners  for  us. 

By  functioning  via  the  multilateral  development  banks,  we  have 
tremendous  leverage  because  we  put  in  a  certain  amount  of  money. 
Most  of  the  rest  comes  from  the  rest  of  the  world,  but  we  have  an 
influence  and  an  effect  in  those  multilateral  development  banks 
that  is  disproportionate  relative  to  the  amount  of  money  we  put  in. 

We  really  have  a  very  real  impact  on  where  they  focus  and  how 
they  function  and  what  their  objectives  are  and  what  they  accom- 
plish. In  addition,  we  have  an  enormous  national  security  interest 
in  seeing  that  there  is  stability,  political  and  social — for  example, 
in  the  former  Soviet  Union  and  other  areas  of  the  world  where  if 
there  is  not  stability,  both  the  national  security  problems  of  this 
country  are  greater  and  the  economic  costs  of  this  country  are 
greater  via  the  needs  for  a  greater  defense  budget  and  things  of 
that  sort.  So  as  I  said  in  my  opening  statement,  Mr.  Chairman,  on 
a  purely  business-like  basis,  leaving  all  social  and  moral  judgments 
aside,  I  think  that  this  is  an  enormously  good  investment  for  the 
American  people. 

FISCAL  DISCIPLINE 

And  on  the  comment  that  you  made  in  response  to  my  comment, 
Mr.  Chairman,  we  recognize  and  identify  with  the  thrust  toward 
fiscal  discipline,  but  our  view  is  that  the  budget  we  presented — 
which  continues  the  deficit  on  a  downward  track  towards  some- 
thing like  1.6  percent  of  the  gross  domestic  product  by  the  year 
2005,  and  2.1  percent  by  the  year  2000 — is  a  context  within  which 
we  then  thought  about  how  much  should  we  spend  as  a  nation  on 
the  multilateral  development  banks.  Our  judgment  in  that  respect 
was  motivated  precisely  by  what  Mr.  Obey  said,  which  is  what  is 
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in  our  economic  and  national  security  self-interest,  and  that  is  how 
we  arrived  at  the  judgments  we  did. 

IDA 

Mr.  Obey.  Let  me  take  IDA  specifically.  I  mean,  I  am  sure  you 
will  hear  the  argument  this  really  isn't  very  crucial  to  the  United 
States.  All  it  is  is  providing  a  bunch  of  bleeding  heart  assistance 
to  countries  that  aren't  very  important  anyway.  They  are  just  a 
bunch  of  poor  countries  rattling  around  the  globe,  and  they  are  not 
likely  to  influence  our  own  economic  or  political  well-being  very 
much,  so  we  can  afford  to  sandbag  it  or  bag  it  totally.  What  is  your 
response  to  that? 

Secretary  RUBIN.  Mr.  Obey,  I  can  remember  from  my  business 
life  15  years  ago  or  thereabouts,  when  people  would  say  the  same 
thing  about  Korea,  Indonesia,  India.  Today  these  countries  are  big 
and  growing  customers  of  the  United  States.  I  think  what  IDA  does 
is  exactly  that.  It  focuses  on  countries  that  by  and  large  aren't  ade- 
quately focused  on  because  they  look  like  they  are  poor  and  not 
very  promising.  IDA  provides  the  kind  of  help,  not  only  the  help 
but  the  policy  orientation,  that  enables  these  countries  to  grow  and 
become  vital  economies  and  then  major  trading  partners  of  the 
United  States,  so  just  as  15  years  ago  people  in  the  business  like 
I  was  in  wouldn't  think  of  spending  any  money  looking  at  Korea 
or  Indonesia  or  India,  and  today  those  are  major  trading  partners 
of  the  United  States. 

Today,  you  have  IDA  focusing  on  a  next  generation  of  very  poor 
countries  that  nobody  else  wants  to  focus  on.  They  really  are  in- 
vesting for  us  in  our  future  in  effect,  at  least  in  our  view. 

REFORMS  IN  IFC  AND  IDA 

Mr.  Obey.  Just  one  last  question.  Last  year,  we  withheld  50  per- 
cent of  the  funds  for  IFC  and  IDA,  pending  receipt  of  the  letter 
after  April  1st  from  you  indicating  that  progress  has  been  made  on 
making  reforms  in  these  institutions.  Will  you  be  able  to  certify  on 
April  1st  that  those  reforms  are  being  made? 

Secretary  RUBIN.  We  obviously  focused  on  that  very  intensely.  It 
is  our  view  that  on  the  IDA  situation  a  lot  of  progress  has  been 
made,  and  it  is  certainly  our  hope  and  expectation  that  we  will  be 
able  to  provide  you  with  the  requisite  certification. 

I  think,  Jeff,  it  is  fair  to  say,  we  continue  to  work  with  them  and 
it  is  certainly  our  hope — perhaps  we  are  a  little  further  behind  on 
the  IFC  than  we  are  on  IDA — but  with  respect  to  IDA,  it  is  very 
much  our  hope  and  expectation,  more  than  our  hope,  it  is  very 
much  our  expectation,  that  we  will  be  able  to  provide  the  records 
of  certification. 

Mr.  Shafer.  That  is  right. 

Mr.  Obey.  Thank  you,  Mr.  Chairman.  Thank  you,  Mr.  Secretary. 

Mr.  Callahan.  You  mention  you  come  from  the  business  world; 
so  do  I.  I  guess  what  we  are  going  through  with  respect  to  your 
request  and  all  of  the  foreign  aid  bill  is  like  any  corporate  board 
meeting  when,  number  one,  if  you  have  a  corporation  that  was  in- 
solvent in  the  United  States  of  America,  you  wouldn  t  have  any 
need  for  the  board  because  your  company  would  be  defunct,  but 
generally  speaking,  when  you  have  cash  flow  problems  and  you 
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have  loss  records  being  presented  to  you,  generally  the  first  thing 
the  board  wants  to  do  is  to  cut  out  the  advertising  budget,  and  I 
think  you  are  in  the  same  position. 

You  are  saying  if  we  cut  out  the  advertising  that  sooner  or  later 
it  is  going  to  cause  some  even  more  severe  problems  in  the  future, 
but  the  board  is  speaking  very  loudly. 

Mr.  Packard. 

MISSION  OF  IFI'S 

Mr.  Packard.  Thank  you,  Mr.  Chairman.  I  am  asking  every  one 
of  the  agencies  that  I  have  anything  to  do  with  on  the  three  sub- 
committees that  I  serve  on  to  start  as  though  they  don't  exist,  to 
start  at  a  zero  base,  and  then  build  your  agency  based  upon  your 
mission  and  identify  the  functions  that  you  would  want  to  accom- 
plish in  order  to  reach  that  fundamental  mission. 

If  your  agency  or  if  these  programs  did  not  exist,  how  would  you 
recreate  them?  What  would  be  your  missions?  Would  they  be  simi- 
lar to  what  they  are  now? 

Secretary  RUBIN.  Actually  we  have  thought  a  little  bit  about 
that.  That  is  an  extremely  good  question.  The  reason  we  have 
thought  about  it  is  the  President,  at  the  Naples  G— 7  meeting, 
which  was  about  seven  months  ago,  or  thereabouts — and  the  other 
leaders  talked  about  reviewing  the  missions  and  the  capabilities  of 
the  international  financial  institutions,  so  we  actually  have  been  in 
the  process  of  thinking  about  that. 

We  are  not  far  enough  along  yet  to  present  any  very  definitive 
views.  I  will  give  you  a  general  view,  which  is  that  I  think  that, 
I  will  speak  for  myself  a  little  bit  here,  but  I  think  it  reflects  all 
of  our  views.  I  would  look  to  try  to  build  a  structure  of  inter- 
national financial  institutions  through  which  the  monies  of  the  de- 
veloped world  could  flow,  which  institutions  could  then  provide 
them  pretty  much  what  these  banks  are  doing  today  with  a  lot  of 
technical  expertise,  and  I  think  that  we  probably  would  wind  up 
with  something  that  doesn't  look  too  terribly  different  than  what 
we  have. 

I  think  the  kinds  of  reforms  that  we  would  try  and  promote  I 
would  like  to  see  continue  and  continue  very  aggressively.  I  think 
the  priority  of  the  private  sector,  for  example,  as  the  Chairman 
mentioned,  is  something  we  believe  very  strongly  in.  I  would  not 
want  them  to  be  doing  things  that  the  private  sector  could  better 
do. 

I  also  think  that,  and  we  have  been  pushing  this  very  aggres- 
sively, the  emphasis  ought  to  really  be  much  more  on  human  capa- 
bilities. If  you  can  educate  and  you  can  train  and  you  can  help 
young  women  and  their  children,  at  least  to  us,  it  seems  that  that 
has  a  lot  more  to  contribute  to  the  future  economic  growth  of  the 
country  than  a  lot  of  the  projects  that  10  or  15  years  ago  domi- 
nated these  banks.  But  I  don't  think  we  would  wind  up  with  some- 
thing too  different  than  what  we  have  today,  at  least  on  the  multi- 
lateral development  banks,  that  part  of  it. 

MEXICO 

Mr.  Packard.  It  is  hard  for  me  to  resist,  coming  from  Southern 
California  where  we  have  a  significant  flow  of  illegal  aliens  cross- 
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ing  our  international  border  there,  to  ask  about  the  Mexican  bail- 
out proposal  that  the  administration  is  participating  in  at  the 
present  time. 

In  your  dealings  with  your  Mexican  counterparts,  were  you  able 
to  secure  any  significant  commitments  that  they  would  be  coopera- 
tive and  assist  us  and  become  a  part  of  solving  the  problem  rather 
than  a  part  of  the  problem  of  the  illegal  border  crossings? 

Secretary  RUBIN.  The  vast  amount  of  discussion  and  open-ended 
negotiation  and  consultation,  all  three  of  them,  that  we  had  with 
Mexican  authorities  was  directed  toward  developing  an  economic 
plan  that  we  thought  would  enable  Mexico  to  get  through  an  ex- 
traordinarily difficult  situation  that  they  are  now  in  and  reemerge 
as  a  healthy  country  that  they  were  on  their  way  towards  being  be- 
fore all  this  hit  them. 

It  was  our  view,  was  and  is  our  view  that  while  there  are  cer- 
tainly some  risks  from  the  path  we  are  taking,  the  risk  of  not  tak- 
ing that  path  were  far  greater.  We  limited  ourselves  to  dealing 
with — making  sure — that  we  had  kinds  of  conditions  and  economic 
plans  that  we  thought  would  create  the  best  possibility  for  Mexico, 
a  plan  that  they  ultimately  developed,  but  with  our  discussions,  in 
relation  to  discussions  with  us,  and  to  providing  the  backup  secu- 
rity so  that  in  the  unlikely  event  of  a  default,  we  would  have  had 
security  for  our  loans  and  guarantees. 

At  the  same  time,  however,  I  think  Janet  Reno  is  probably  the 
person  you  should  speak  to  about  this,  the  fact  that  we  had  all  this 
going  on,  I  think  it  would  be  fair  to  say,  has  energized  the  other 
bilateral,  the  discussions  affecting  many  of  the  other  bilateral  is- 
sues between  Mexico  and  United  States,  and  illegal  immigration  is 
certainly  one  of  them.  I  had  heard  Attorney  General  Reno  discuss 
this,  but  I  am  not  a  sufficient  expert  to  be  the  one  to 

Mr.  Packard.  I  think  there  is  a  connection  between  illegal  immi- 
gration and  the  loan  guarantees  because  I  think  that  you — I  was 
at  one  of  your  briefings  early  on  in  the  process — you  indicated  that 
if  we  didn't  do  what  was  being  proposed  it  would  certainly  increase 
significantly  the  illegal  border  crossings.  I  think  there  is  a  connec- 
tion. 

I  was  wondering  if  in  your  negotiations  for  concessions  from  the 
Mexican  government  have  we  received  any  commitments  that  they 
will  be  more  cooperative  in  terms  of  trying  to  stem  the  tide  of  ille- 
gal border  crossings? 

Secretary  RUBIN.  My  understanding,  and  I  really  would  rec- 
ommend you  speak  to  Attorney  General  Reno,  the  comment  I  made 
in  our  briefings  was  it  stands  to  reason  if  we  have  an  economically 
unhealthy  Mexico,  you  are  going  to  have  a  larger  number  of  people 
crossing  the  border  than  if  you  don't. 

They  are  going  to  go  through  a  difficult  period  now  no  matter 
what,  although  I  think  far  more  difficult  if  they  go  into  default,  but 
the  path  that  we  are  on  we  think  gives  them  a  much  better  and 
quicker  chance  of  getting  back  into  a  healthy  condition,  and  we 
said  an  unhealthy  Mexico  would  create  far  greater  risks  of  illegal 
immigration. 

My  understanding,  from  what  I  have  heard  Attorney  General 
Reno  say,  is  as  a  result  of  this  there  has  been  real  progress  in 
terms  of  what  they  said  they  are  willing  to  do  to  deal  with  the  ille- 
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gal  immigration  issue,  but  why  don't  we  get  you  a  response  from 
her?  Is  that  fair? 

Mr.  Shafer.  Yes. 

Mr.  Packard.  Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  Mr.  Yates. 

Mr.  Yates.  I  want  to  follow  up  on  Ron's  questioning.  You  talked 
about  the  NADBANK  for  development  along  the  border.  What  is 
the  contribution  by  each  of  the  countries  towards  that  bank? 

Mr.  Shafer.  Both  Mexico  and  U.S.  are  equal  partners  in  that 
bank,  and  that  is  paid  in  capital. 

Mr.  Yates.  A  similar  contribution? 

Mr.  Shafer.  Mexico's  contribution  and  the  U.S.  contribution  are 
the  same.  We  are  50/50  partners. 

Mr.  Yates.  Financially? 

Mr.  Shafer.  Financially. 

Mr.  Yates.  Really?  That  kind  of  surprises  me  because  I  thought 
Mexico  was  in  financial  difficulties. 

Secretary  RUBIN.  Well,  this  arrangement  was  entered  into,  as 
you  know,  before  the  current  stress  eventuated. 

Mr.  Yates.  But  aren't  you  making  changes  in  your  financial  rela- 
tionships with  Mexico  to  let  them  slide  a  little  bit? 

Secretary  RUBIN.  We  have  not  changed  the  NADBANK,  if  that 
is  the  question. 

Mr.  Yates.  Yes,  that  is  the  question.  You  haven't  changed  the 
NADBANK  at  all? 

Secretary  RUBIN.  No. 

Mr.  Yates.  How  much  money  will  be  devoted  to  cleaning  up  the 
environment? 

Mr.  Shafer.  Well,  the  paid-in  capital  contributions  of  each  of  the 
U.S.  and  Mexico  is  $225  million  apiece,  $56.25  million  a  year  for 
four  years  for  each  country.  Both  the  U.S.  and  Mexico  have  made 
their  first  contribution.  That  will  be  leveraged  in  the  markets  to 
create  between  two  and  three  billion  dollars  worth  of  lending  power 
out  of  this  bank,  and  that,  in  turn,  will  be 

Mr.  Yates.  How  do  you  leverage  that? 

Mr.  Shafer.  The  paid  in  capital. 

Mr.  Yates.  Do  you  have  an  investment  house  when  you  are  not 
a  witness?  If  you  are  an  expert  on  that  kind  of  leveraging? 

Mr.  Shafer.  That  is  the  model  of  all  of  these  development  banks. 
They  take  a  relatively  small  amount  of  paid-in  capital  and  they  go 
to  the  markets  and  borrow  the  bulk  of  the  money  that  they  lend. 

The  leverage  ratio  for  the  NADBANK,  in  fact,  is  relatively  low 
for  a  development  bank.  We  see  it  as  four  or  five  to  one.  A  bank 
like  the  Asian  Development  Bank,  if  I  remember,  or  the  World 
Bank  can  get  up  to  much  higher  leverage  ratios  on  the  basis  of 
very  solid  portfolio  and  good  record  of  repa3mient. 

Mr.  Yates.  No  derivatives? 

Mr.  Shafer.  No  derivatives. 

Mr.  Yates.  Well,  I  don't  know  how  they  do  it,  but  more  power 
to  you  if  you  can  do  it. 

What  is  our  relationship  with  Mexico  now?  Has  the  storm  blown 
over?  Has  the  peso  stabilized?  Are  you  still  on  cloud  nine  about 
NAFTA? 
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Secretary  Rubin.  Well,  those  are  separate  questions.  Let  me  try 
to  divide  them  out  a  little  bit,  if  I  may.  I  think  Mexico,  I  think  of 
it  as  really  being  a  two-step  process,  if  you  will. 

The  first  was  to  try  to  arrive  at  an  arrangement  which  the  Mexi- 
cans came  up  with  on  their  own,  although  we  were  obviously  very 
much  in  consultation  with  them,  a  plan  that  in  our  judgment  was 
responsive  to  the  sorts  of  problems  they  had  and  created  the  high- 
est likelihood  of  getting  through  this  extraordinarily  difficult  period 
they  now  face. 

In  our  judgment,  they,  in  fact,  did  come  up  with  such  a  plan,  and 
that  is  the  basis  on  which  our  arrangements  were  made.  The  sec- 
ond part  is  going  forward  and  working  with  them  and  helping  them 
as  they  work  through  a  very  difficult  period.  It  is  not  just  us.  The 
World  Bank  has  a  mission  down  there  right  now.  The  Federal  Re- 
serve Bank  of  New  York,  the  Federal  Reserve  Board,  the  IMF  have 
all  been,  and  on  an  ongoing  basis  will  be  deeply  involved  in  work- 
ing with  Mexico  as  they  try  to  deal  with  all  their  various  problems 
going  forward. 

Mr.  Yates.  But  have  I  not  read  and  heard  experts  say  that  the 
conditions  imposed  on  the  World  Bank  are  so  onerous  that  it  is 
likely  to  either  cause  a  revolution  in  Mexico  or  to  cause  chaos  in 
all  of  their  financial  circles,  and  throw  a  lot  of  people  out  of  work? 

Secretary  Rubin.  Mr.  Yates,  you  have  raised,  obviously,  a  very 
important  question.  As  is  true  of  most  economies  that  have  faced 
the  kinds  of  problems,  financial  problems,  that  Mexico  faces,  there 
is  no  easy  way  through  this,  and  it  was  the  judgment  of,  the  collec- 
tive wisdom,  I  would  say,  of  the  IMF,  Federal  Reserve  Bank  and 
New  York  Federal  Reserve  Bank  acting  as  consultants  to  the 
Treasury,  and  various  others,  that  the  highest  probability,  and  I 
think  it  was  a  very  good  probability,  of  getting  through  this  very 
difficult  period  and  reestablishing  economic  health  in  Mexico  lay  in 
having  a  policy  of  real  fiscal  and  monetary  stringency  and  thereby 
reestablishing  confidence  in  the  international  financial  markets, 
and  the  situation  they  are  in,  as  you  know,  is  the  consequence  of 
having  exactly  the  opposite  policy  for  some  period  of  time. 

They  will  go  through  a  difficult  period.  They  will  have  high  inter- 
est rates.  Those  high  interest  rates  will  create  problems,  but  all  of 
the  alternatives  create  a  much  lower  probability  of  getting  through 
this  and  therefore  a  much  higher  probability  of  a  longer  period  and 
far  greater  difficulty.  There  is  no  easy  answer,  unfortunately. 

Mr.  Yates.  How  long  is  it  anticipated  that  period  of  stringency 
will  last? 

Secretary  RUBIN.  I  don't  think  anybody  could  tell  you  really  how 
long  it  will  be.  I  think  almost  everybody  that  I  know,  at  least  who 
is  involved  in  a  serious  way  in  thinking  about  this,  felt  that  if  we 
didn't  do  this,  the  probability  was  that  there  would  be  a  default, 
and  that  the  consequences  of  that  would  go  on  for  years. 

The  question  of  how  long  they  will  have  to  go  through  a  very 
stringent  period  now,  I  think,  is  a  little  bit  unanswerable,  but  it 
is  our  hope  at  least  that  it  will  not  be  an  unreasonably  long  period 
of  time. 

Mr.  Yates.  I  will  accept  that  precise  word. 

Secretary  RUBIN.  Okay. 
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Mr.  Yates.  What  effect  has  this  had  upon  your  trade  relations 
between  Mexico  and  the  United  States,  this  kind  of  financial  dif- 
ficulty? NAFTA,  of  course,  was  blown  up  to  show  that  it  was  going 
to  be  a  base  for  great  financial  success  for  both  countries.  Will  that 
be  continued  now? 

Secretary  RuBiN.  Our  view,  Mr.  Yates,  is  that  NAFTA  has  the 
potential  for  being  everything  that  we  had  always  thought  it  would 
be. 

Mr.  Yates.  The  potential? 

Secretary  RUBIN.  Yes,  but  clearly  when  you  go  through  this  pe- 
riod of  time  with  the  peso  having  deteriorated  as  much  as  it  has, 
the  trade  balance  is  going  to  change  enormously  and  as  we  go 
through  this  period,  the  period  we  are  heading  through  right  now, 
we  will  not  be  getting  the  benefits  that  we  had  hoped  to  get,  but 
if  you  take  a  longer  view,  and  it  was  really — although  we  had  cer- 
tainly hoped  to  have  ongoing  benefits  given  the  way  Mexico's  econ- 
omy was  vvhen  NAFTA  was  entered  into — if  you  take  the  longer 
view,  if  this  program  is  successful,  we  think  likely  it  will  be  suc- 
cessful. Then  Mexico,  given  its  fundamentals,  can  recover  economi- 
cally, and  all  the  things  we  had  hoped  for  from  NAFTA  will  be 
forthcoming,  but  clearly  that  day  will  be  delayed. 

BARINGS  SITUATION 

Mr.  Yates.  One  final  question.  What  effect  will  the  Barings  Bank 
disaster  have  upon  your  intemationzd  financial  relations  or  upon 
this  program?  By  Barings  I  mean  the  sale  of  the  so-called  invest- 
ment in  derivatives  and  the  bankruptcy  of  the  Barings  Bank 

Secretary  RuBlN.  I  am  familiar  with  the  Barings  situation.  What 
effect  will  it  have  on  the  Mexican  situation? 

Mr.  Yates.  Yes,  upon  this  program.  For  example,  this  aid  pro- 
gram of  the  United  States,  will  you  have  as  much  financial  assist- 
ance in  this  program  by  our  allies,  by  Britain,  for  example,  and  by 
other  countries? 

Secretary  RUBIN.  Oh,  I  see  what  you  are  driving  at.  I  don't  think 
that — it  is  not  something  I  thought  about,  but  I  don't  think — the 
Barings  situation  of  itself  is  actually  quite  interesting  and  it  may 
have  some  effects  of  one  sort  or  another,  but  I  don't  think  that  it 
will  affect  the  world  economies  or  therefore  the  contributions  to  the 
multilateral  development  banks. 

Mr.  Yates.  It  does  affect  the  British  situation? 

Secretary  RUBIN.  Well,  it  was  an  extraordinarily  large  loss.  It 
wipes  out  a  venerable  institution. 

Mr.  Yates.  Yes,  a  very  historic  institution. 

Secretary  RuBlN.  As  I  say,  it  is  an  extraordinary  story  in  many 
ways,  but  I  don't  even  think,  Jeff,  I  don't  think  it  would  even  have 
any  lasting,  any  significant  impact  on  the  British  economy. 

Mr.  Shafer.  I  don't  see  it  having  a  major  impact. 

Mr.  Yates.  Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  They  only  lost  a  billion  dollars. 

Mr.  Knollenberg. 

Secretary  RUBIN.  It  is  a  lot  of  money,  Mr.  Chairman. 
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U.S.-ISRAEL  TRADE  AGREEMENT 


Mr.  Knollenberg.  Mr.  Secretary,  Building  on  the  trade  ques- 
tion, as  you  know,  the  U.S.  and  Israel  have  had  a  trade  agreement 
for  some  10  years,  and  trade  has  increased  pretty  substantially  in 
that  10-year  period. 

Of  late  I  have  heard  there  is  a  revisiting  of  that  regarding  the 
Customs  Service  which  is  considering  unilaterally  changing  the 
rules  of  origin.  Within  the  agreement  I  thought  there  was  some 
kind  of  dispute  resolution  method.  My  concern  is,  is  there  a  unilat- 
eral move  to  change  those  rules  of  origin,  to  change  the  terms  of 
the  agreement?  Would  you  speak  to  that?  I  have  a  couple  follow- 
up  questions  with  regard  to  that. 

Secretary  RUBIN.  I  don't  actually  know  the  answer  to  that.  I 
know  the  Customs  Service  is  focusing  on  this  whole  issue  of  rules 
of  origin  because  there  are  areas  in  which  there  may  be  issues  that 
need  to  be  dealt  with.  I  truly  do  not  know  with  relation  to  Israel, 
unless  Jeff,  do  you  know?  If  not,  we  can  give  you  the  response. 

Mr.  Knollenberg.  The  question  involves  Israel,  but  there  may 
also  be  other  countries  that  are  involved  in  this,  that  may  also,  in 
fact,  feel  the  impact  of  that  decision,  so  I  would  appreciate  any  in- 
formation you  can  provide. 

It  would  seem  to  me  that  within  the  accord  there  would  be  some- 
thing that  they  would  have  within  the  agreement  to  use  to 
reach.  .  . 

Secretary  RUBIN.  Some  sort  of  settlement  procedure? 

Mr.  Knollenberg.  Some  sort  of  settlement  procedure,  that 
would  be  typical  of  most  agreements.  Also,  if  there  are  other  coun- 
tries involved,  I  would  like  to  know  that. 

Secretary  Rubin.  Okay. 

Mr.  Knollenberg.  Is  this  move  triggered  by  GATT  in  any  way? 
Was  that  the  trigger  for  this  relook  at  this  situation? 

Secretary  Rubin.  Let  us  get  you  a  written  response,  if  I  may.  I 
do  know  that  there  was  some  trade  issues  where  rules  of  origin,  it 
was  felt,  needed  to  be  reviewed,  and  beyond  that,  I  honestly  don't 
know  the  answer.  We  will  see  if  we  can  get  you  a  response. 

[The  information  follows:] 

Question.  Is  the  Customs  Service  considering  unilaterally  changing  the  rules  of  or- 
igin for  the  U.S. -Israel  Free  Trade  Agreement? 

Answer.  No.  Customs  has  long  recognized  the  need  for  transparency  and  predict- 
ability of  origin  determinations.  In  fact,  on  September  25,  1991,  Customs  pubHshed 
in  the  Federal  Register,  a  document  proposing  to  establish  uniform  rules  of  origin 
(i.e.,  same  rules  of  origin  for  purposes  of  duties,  marking,  quota,  etc.)  in  connection 
with  steel  products.  This  proposal  was  refined  and  expanded,  and  in  the  January 
3,  1994,  Federal  Register  Notice  (59  Fed.  Reg.  141),  Customs  reissued  this  proposal 
as  part  of  the  new  proposal  for  uniform  rules  for  all  goods,  not  just  steel  products. 
(At  the  same  time  these  rules  were  made  immediately  effective  for  trade  with  Can- 
ada and  Mexico). 

In  formulating  these  rules  Customs  did  not  change  the  criteria  for  determining 
the  country  of  origin  of  goods.  These  rules  codify  the  substantial  transformation  rule 
and  provide  the  results  that  would  be  reached  under  the  case-by-case  application 
of  the  substantial  transformation  principle.  Customs  proposed  to  apply  these  rules 
whenever  a  determination  is  made  whether  a  good  meets  the  "product  of  criterion, 
including  for  receiving  duty  preferences  (Insular  Possessions,  Generalized  System  of 
Preferences,  Caribbean  Basin  Economic  Recovery  Act,  Freely  Associated  States,  An- 
dean Trade  Preferences  Act,  and  following  bilateral  consultations,  duty  preference 
under  the  United  States-Israel  Free  Trade  Agreement). 
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The  rules  which  have  been  proposed  are  in  no  way  inconsistent  with  the  terms 
of  the  U.S.-Israel  Free  Trade  Agreement.  Annex  3  sets  forth  the  rules  of  origin  ap- 
plicable to  Israel  under  the  U.S.-Israel  FTA.  The  Annex  permits  duty-free  importa- 
tion of  products  into  the  U.S.  which  are  either  (i)  "wholly  the  growth,  product,  or 
manufacture"  of  Israel  or  (ii)  "a  new  article  of  commerce  that  has  been  grown,  pro- 
duced, or  manufactured"  in  Israel.  Section  1(a),  Annex  3.  Section  4  of  the  Annex  fur- 
ther provides: 

"For  purpose  of  this  Agreement,  'country  of  origin'  requires  that  an  article  or  ma- 
terial, not  wholly  the  growth,  product,  or  manufacture,  or  a  party,  be  substantially 
transformed  into  a  new  and  different  article  of  commerce,  having  a  new  name,  char- 
acter, or  use,  distinct  from  the  article  or  material  from  which  it  was  so  transformed 
(emphasis  added)." 

As  stated  earlier,  the  rules  which  Customs  has  proposed  to  be  used  for  general 
origin  determinations,  codify  the  substantial  transformation  principle  and  provide 
the  results  that  Customs  would  reach  under  the  case-by-case  application  of  the  sub- 
stantial transformation  principle.  We  beUeve  that  this  codification  of  the  substantial 
transformation  standard  will  promote  the  growth  of  trade  between  the  U.S.  and  Is- 
rael, by  providing  ahead  of  time,  the  Customs  position  regarding  the  substantial 
transformation  of  goods  and  materials  that  are  not  "wholly  the  growth,  product,  or 
manufacture"  of  Israel.  Indeed,  it  is  the  Department's  hope  that  the  IsraeU  Govern- 
ment also  will  implement  these  rules  or  otherwise  provide  U.S.  exporters  specific 
rules  which  reflect  their  interpretation  of  the  substantial  transformation  principle 
so  that  transparency  and  predictability  of  origin  determinations  under  the  FTA  can 
exist  for  both  parties. 

Question.  Is  Customs  action  triggered  by  the  GATT  Agreement  on  Rules  of  Ori- 
gin? 

Answer.  No.  As  noted  earlier  Customs  has  long  recogmzed  the  need  for  trans- 
parency and  predictability  of  origin  determinations  and  this  administrative  reform 
is  the  culmination  of  long  consideration  and  many  revisions  to  ensure  that  the  codi- 
fication tracks  the  substantial  transformation  standard  as  currently  applied. 

Therefore,  Customs  efforts  to  create  uniform  rules  of  origin  preceded  the  GATT 
Agreement  on  Rules  of  Origin,  which  was  reached  in  December  of  1993.  This  Agree- 
ment calls  for  the  development  internationally  harmonized  rules  of  origin.  The  De- 
partment is  participating  in  this  effort,  which  is  separate  from  the  rules  of  origin 
proposed  by  Customs  to  codify  its  current  interpretation  of  the  substantial  trans- 
formation principle  for  determining  country  of  origin,  which,  in  turn,  is  needed  for 
the  processing  of  current  import  transactions. 

ARREARAGES 

Mr.  Knollenberg.  I  will  go  to  another  question  that  involves 
one  of  the  charts  you  had.  I  think  it  is  chart  5.  As  I  understand 
it,  and  you  can  correct  me  along  the  way. 

Mr.  Yates.  Mr.  Secretary,  would  you  pull  the  mike  closer  to  you? 

Mr.  Knollenberg.  In  Chart  5,  we  see  the  outstanding  arrear- 
age, the  appropriations,  and  the  payments  due,  and  in  looking  at 
the  budget,  my  eyes  are  drawn  to  the  fact  that  you  have,  you  made 
a  request  here  of  some  $800  million,  that  lies  in  arrearage. 

Why  are  we  doubling  up,  well,  I  call  it  doubling  up.  Why  are  we 
moving  at  such  a  figure,  almost  $400  million  more  as  a  pay  off  in 
this  year  forthcoming. 

This  is  where  I  want  your  thoughts,  and  your  correction.  I  under- 
stood that  we  sort  of  negotiated  some  time  back,  in  a  recent  admin- 
istration, I  am  not  sure,  Reagan,  probably  Bush,  that  we  wouldn't 
have  to  worry  that  much  about  the  arrearage.  They  weren't  a 
major  concern,  but  now  here  we  are  looking  at  ways  to  reduce 
them. 

You  have  heard  from  the  Chairman  about  your  focus  on  all  the 
appropriations.  Why  are  we  increasing  paying  off  these  arrearages? 
We  might  look  to  those  funds  to  be  used  in  some  other  fashion.  Is 
there  a  hurry?  Is  there  a  gun  at  our  head  on  those  things? 
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Secretary  RUBIN.  Let  me  give  you  my  answer,  then  you  can  check 
with  respect  to  something  else  that  may  have  happened,  but  in  all 
the  discussions  we  have  had  on  the  arrearages,  and  we  have  had 
a  lot  of  discussions,  including  the  career  people  that  have  an  histor- 
ical memory,  I  have  never  heard  anybody  mention  arrangements  to 
not  pay  some  of  them. 

It  is  our  view  that — two  views  with  respect  to  arrearages.  Num- 
ber one,  we  have  enormous  influence.  One  of  the  things  I  have 
learned  since  I  have  been  at  Treasury  that  I  did  not  know  before 
I  got  there  is  how  much  influence  we  really  do  have.  So  while  we 
collect  money  from  all  over  the  world,  we  have  a  tremendous  influ- 
ence in  how  that  money  is  used,  which  is  obviously  good  from  our 
point  of  view,  but  when  you  have  these  big  arrearages,  it  starts  to 
undercut  your  influence,  so  that  was  the 

Mr.  Knollenberg.  But  has  it  undercut  our  influence? 

Secretary  Rubin.  Well,  we  are  starting  to  see  a  little  effect.  We 
are  starting  to  see,  I  think,  a  little  bit  of  an  effect.  There  was  an 
example  in  the  Asian  Bank.  Do  you  remember  that,  Jeff? 

Mr.  Shafer.  In  the  Asian  Bank  the  issue  came  up  in  the  board — 
why  should  U.S.  firms  be  able  to  bid  for  contracts  when  we  were 
so  far  behind  in  our  payments — and  we  shut  that  off. 

I  think  it  was  an  early  warning  signal — quite  the  opposite  of  hav- 
ing an  agreement,  tacit  or  otherwise,  that  these  could  be  allowed 
to  slide — that  other  countries  were  pressing  us  very  strongly  to  pay 
these  arrears. 

Although  these  arrears  have  built  up,  last  year,  as  I  recall,  is  the 
first  year.  Congressman  Obey  can  correct  me  if  I  am  wrong,  that 
an  administration,  in  fact,  submitted  a  budget  request  that  didn't 
ask  for  a  complete  immediate  makeup  of  the  arrears  outstanding. 
They  hadn't  been  appropriated,  and  they  built  up.  In  fact,  it  was 
quite  a  break  for  us  unilaterally  to  decide  that  reality  was  reality, 
and  we  weren't  going  to  get  $800  million  in  one  year  and  to  ask 
for  less  than  all  of  the  arrears.  But  we  do  think  it  is  important  to 
preserve  our  influence  in  these  organizations  and  meet  our  commit- 
ments. We  have  a  schedule  to  work  off  the  arrears  over  a  few 
years,  otherwise  we  would  be  pushing  them  off  into  the  future. 

Mr.  Knollenberg.  No,  I  understand  that.  My  question  is  prob- 
ably a  more  basic  one.  If  we  were  looking  at  a  business  or  a  family 
budget  here,  you  would  wonder  why  this  year  maybe  of  all  years 
that  we  are  doubling  the  payments  for  that  purpose. 

Secretary  RUBIN.  Well,  the  objective,  if  I  recollect  this  correctly, 
was  to  pay  them  off  over  three  years.  Now  whether  in  response  to 
the  Chairman's  comments  about  restructuring  this,  and  obviously 
if  we  have  to,  we  would  be  delighted  to  work  with  him. 

We  would  like  to  get  all  the  money,  but  in  the  off  chance  that 
we  don't,  we  would  be  happy  to  work  with  you  on  how  we  do  it. 
But  I  do — let  me  say  this:  I  do  think  it  is  awfully  important  that 
we  make  payments  on  arrearages.  We  are  the  largest  economy  in 
the  world,  and  we  are  the  only  one  that  is  in  arrears. 

Mr.  Knollenberg.  I  don't  disagree  with  that.  We  were  a  major 
player  in  this  whole  thing  to  begin  with.  My  question  is  pretty  sim- 
ple. Why  are  we  doing  it  so  quickly? 
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Secretary  RuBiN.  Why  this  year?  Maybe  it  should  be  stretched 
out  longer.  Our  view  is  we  should  do  it  over  three  years  and  get 
it  done  with. 

You  know,  it  has  been  interesting  on  this  Mexico  situation  where 
we  really  have  needed  the  help  of  the  multilateral  development 
banks,  and  the  IMF — how  much  they  have  done  in  response  to 
something  that  we  consider  very  important.  I  don't  think  one 
should  underestimate  how  important  these  institutions  can  be  in 
promoting  our  interests.  I  mean,  they  are  world  interests,  but  they 
are  particularly  related  to  this  country. 

Mr.  Knollenberg.  Mr.  Secretary,  I  appreciate  those  comments. 
I  would  appreciate  it  if  you  could  get  the  other  information  to  me. 
I  also  understand  that  you  are  new  at  this  job,  but  you  have  done 
it  very  well.  I  praise  you  for  that,  and  the  tough  decision  that  you 
made  on  the  Mexican  situation.  I  know  that  you  can't  escape  ques- 
tions wherever  you  go. 

Secretary  RUBIN.  People  seem  to  have  an  interest. 

Mr.  Knollenberg.  Good  luck  with  that. 

Secretary  RUBIN.  Thank  you  very  much  for  your  kind  words. 

Mr.  Callahan.  I  might  comment  that  going  back  to  the  business 
world,  what  we  might  do  is  try  to  work  out  an  alternative  way  to 
pay  off  the  arrears.  Maybe  they  would  consider  a  debt  that  Jordan 
owes  us.  Maybe  we  would  just  give  them  that  piece  of  paper. 

Secretary  RUBIN.  At  face  value? 

Mr.  Callahan.  Yes.  I  think  that  is  what  we  would — no,  we  will 
negotiate  anything,  10  cents  on  the  dollar. 

Mr.  Yates.  Maybe  we  can  privatize  the  debt,  Mr.  Chairman. 

Mr.  Callahan.  Ms.  Pelosi. 

Ms.  Pelosl  I  yield  to  Mr.  Torres. 

Mr.  Callahan.  Okay,  Mr.  Torres.  I  recognized  him  once  but  he 
yielded. 

contracts 

Mr.  Torres.  Mr.  Secretary,  if  I  may,  I  would  just  like  to  expand 
upon  Mr.  Knollenberg's  question.  You  aptly  answered  that  we  do 
run  a  risk  of  the  banks,  because  we  are  not  up  to  date  on  our  pay- 
ments, not  honoring  our  requests.  The  Asian  Bank,  you  indicated, 
was  a  case  in  point.  But  what  is  the  administration  doing  to  assist 
our  U.S.  businesses  in  obtaining  contracts  with  the  banks? 

Secretary  RUBIN.  Well,  particularly  through  the  Commerce  De- 
partment— and  particularly  in  the  last  two  years — we  have  had  an 
aggressive  outreach  program  to  try  to  work  with  the  banks  and  try 
to  work  with  the  private  sector  to  increase  the  amount  of  the  fund- 
ing from  the  banks  that  wound  up  with  contracts  in  this  country. 
I  think  a  fair  bit  has  been  accomplished. 

Do  you  have  a  number  on  that,  JefF?  But  let  me  add 

Mr.  Torres.  You  mean  such  as  Secretary  Brown's  recent  trip  to 
India  and  those  kinds  of  things? 

Secretary  RuBiN.  Yes,  but  even  more — I  was  going  to  actually 
make  the  larger  point,  which  is  I  think  the  real  key  is  not  the  con- 
tracts that  come  directly  from  the  bank  funding.  Although  that  is 
important,  I  don't  say  it  is  not,  it  is  important,  but  I  think  a  much 
bigger  point  is  that  as  the  developing  countries  become  economies 
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in  their  own  right,  they  then  become  large  markets  for  the  United 
States. 

The  multilateral  development  banks  pull  out  in  effect,  and  what 
we  are  left  with  is  a  large  trading  partner  with  whom  we  can  do 
a  lot  of  business.  That  is  the  real  the  bottom  line  for  us,  I  believe. 

Mr.  Shafer.  I  would  add,  I  think  we  have  a  strong  partnership 
between  our  Executive  Directors — who  really  are  focused  on  the  job 
of  making  sure  that  U.S.  business  has  every  opportunity  and  all 
the  information  it  needs  to  compete  successfully  for  bids — and  the 
Commerce  Department's  Trade  Development  Assistance  organiza- 
tion which  has  people  placed  in  each  of  the  Executive  Directors  of- 
fices, and  has  a  revitalized  operation  in  Washington,  D.C.  to  get 
the  information  out. 

At  the  same  time,  one  of  the  reforms  that  we  pressed  on  the 
bank — partly  with  a  view  to  ensuring  public  participation  and  pub- 
lic knowledge  of  what  the  banks  were  up  to — is  an  information  cen- 
ter that  has  proven  to  be  a  boon  to  the  U.S.  business  community 
who  have  been  the  largest  demanders  of  information  from  the 
World  Bank.  I  think  it  has  greatly  strengthened  their  capacity  to 
operate  in  a  world  that  is  now  more  transparent. 

MULTILATERAL  INVESTMENT  FUND 

Mr.  Torres.  Mr.  Secretary,  in  our  own  hemisphere  I  think  there 
is  a  tremendous  potential  for  future  markets.  We  saw  the  outcome 
of  the  Summit  of  for  the  Americas,  and  I  have  been  interested  in 
the  work  of  the  Multilateral  Investment  Fund,  the  MIF,  a  fund 
that  is  administered  by  the  Inter  American  Development  Bank  to 
foster  private  sector  development  in  Latin  America.  I  understand 
that  you  have  been  exploring  some  possibility  of  support  for  pro- 
grams that  strengthen  labor  management  within  the  private  sector. 
Could  you  explain  that  or  describe  that? 

Secretary  RUBIN.  What  you  said  is  correct,  we  are.  As  to  the  spe- 
cifics, I  am  not  familiar.  Are  you? 

Mr.  Shafer.  Well,  the  MIF,  Multilateral  Investment  Fund,  is,  in 
fact,  an  outgrowth  of  the  Enterprise  for  the  Americas,  and  is  called 
upon  to  support  several  new  initiatives  to  strengthen  the  infra- 
structure for  the  private  sector,  and  one  of  these  is,  in  fact,  to  fos- 
ter better  labor-management  relations. 

There  are  other  initiatives  in  the  judicial  development  area,  and 
a  real  focus  that  has  come  out  of  this  is  putting  in  place  throughout 
the  hemisphere  the  institutions  that  the  countries  need  in  order  to 
have  a  successful  private  sector  business  environment. 

STATUS  OF  TRUST  FUNDS 

Mr.  Torres.  In  my  remaining  time,  in  1992  and  1993  Congress 
appropriated  $90  million  to  restructure  some  of  our  bilateral  debts 
with  seven  countries  in  Latin  America  and  the  Caribbean.  A  por- 
tion of  the  proceeds  from  the  restructured  debt  was  to  go  into  na- 
tional trust  funds  for  environmental  protection  and  child  survival 
activities. 

My  question  is,  can  you  bring  the  committee  up  to  date  on  the 
status  of  these  trust  funds  and  what  we  have  to  show  for  that  in- 
vestment? 
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Mr.  Shafer.  I  think  we  would  have  to  give  you  a  report  on  the 
specifics  of  this.  There  have  been  a  number  of  the  environmental 
and  child  survival  projects  that  are  up  and  running.  There  will  be 
more  of  these  in  the  coming  year.  We  can  get  you  a  report  on  more 
of  the  details  of  the  specific  projects. 

[The  information  follows:] 

Seven  countries  have  created  local  trust  funds  for  the  environment  and  child  de- 
velopment in  conjunction  with  U.S.  agreements  to  reduce  concessional  debt  obliga- 
tions. The  $90  million  in  Congressional  appropriations  enabled  the  USG  to  reduce 
$875  million  in  debt.  We  expect  the  agreements  to  generate  $154  million  in  local 
currency  fiinds  over  the  next  several  years.  Jamaica's  fund  has  made  60  grants  to- 
talling over  $1  million  to  40  different  local  groups.  Chile's  fiind  is  expected  to  award 
its  first  round  of  grants  by  April.  We  expect  them  to  total  between  $1  to  $2  million. 
Argentina's,  Uruguay's,  and  Colombia's  funds  are  all  finalizing  their  by-laws  and 
are  expected  to  begin  making  grants  in  the  coming  months.  In  January,  El  Sal- 
vador's fund  approved  $2.65  million  in  its  first  round  of  grants  to  53  different 
groups.  Bolivia's  approval  of  50  grants  have  totaled  $3.5  million  in  support  to  envi- 
ronmental and  child  survival  activities. 

The  funds  have  proved  very  valuable  in  helping  to  nurture  a  civil  society  in  each 
of  the  countries.  For  example,  in  El  Salvador,  more  than  600  groups  across  the  full 
political  spectrum  have  been  involved  in  the  development  of  the  national  trust  fund. 
In  Uruguay,  the  negotiations  required  by  the  United  States  to  establish  the  trust 
funds  fostered  for  the  first  time  a  close  working  relationship  between  the  non-gov- 
ernmental organizations  (NGOs)  and  the  Uruguayan  government.  In  Jamaica,  the 
trust  fund  has  galvanized  for  the  first  time  an  exciting  and  productive  dialogue  be- 
tween the  government  and  the  Jamaican  people  on  the  need  to  address  realistically 
environmental  issues.  In  Argentina,  NGOs  from  the  interior  are  overcoming  their 
historical  mistrust  of  the  government  and  are  collaborating  in  creating  the  trust 
fund. 

An  additional  benefit  of  these  funds  has  been  their  drawing  power  for  additional, 
outside  fiinds.  Initial  EAI  funding  of  $1.8  miUion  created  a  trust  fiand,  leveraged  $20 
milUon  from  the  Bolivians  and  an  additional  $60  million  from  other  donors,  thus 
creating  a  fund  of  over  $80  million.  Canada  contributed  $16  million  to  the  Colom- 
bian trust  fund. 

Mr.  Torres.  Mr.  Chairman,  my  time  has  expired,  but  if  I  may 
submit  questions  in  writing  to  the  Secretary  and  Mr.  Shafer  as 
well. 

NADBANK 

Secretary  RUBIN.  As  you  know,  we  are  asking  for  additional 
funding  for  a  buyback  and  swap  program  in  Latin  America  in  order 
to  continue  precisely  the  local  funding  activities  that  you  men- 
tioned. 

Mr.  Torres.  Thank  you,  Mr.  Secretary. 

Mr.  Callahan.  Mr.  Forbes. 

Mr.  Forbes.  Thank  you,  Mr.  Chairman.  Thank  you,  Mr.  Sec- 
retary, for  being  here  today,  and  certainly  compliment  the  Presi- 
dent in  his  wisdom  in  selecting  you  for  this  wonderful  position,  our 
Secretary. 

Secretary  RUBIN.  Thank  you. 

Mr.  Forbes.  And  compliment  you  on  your  credentials,  obviously. 
We  are  glad  to  have  you  here. 

I  would  like  to  maybe  follow  up  on  what  seems  to  have  been  a 
repeated  question  on  this  North  American  Development  Bank  and 
its  relationship  to  the  troubled  situation  in  Mexico.  We  are  talking 
about  $56.3  million  as  our  contribution  in  the  next  fiscal  year  for 
this  development  bank. 

There  is  great  controversy  as  to  whether  the  Mexican  govern- 
ment has  hit  upon  the  correct  plan  in  which  to  restructure  and  sta- 
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bilize  their  own  economy,  and  I  was  wondering,  Mr.  Secretary,  if 
you  would  comment  to  the  thought  that  it  is  perhaps — perhaps 
foolhardy  would  be  too  strong  a  word,  but  would  it  be  perhaps  in- 
appropriate to  rush  in  to  the  funding  of  this  development  bank 
until  such  time  as  we  are  comfortable  with  the  notion  that  Mexico 
has  got  the  combination  of  factors  together  to  stabilize  its  economy 
and  make  sure  that  it  is  a  wise  investment  for  this  Nation? 

Secretary  RUBIN.  I  think  it  is  an  interesting  question.  My  own 
view  would  be  that  these  are  two  sorts  of  separate  issues.  One  is 
that  there  are  enormous  problems  and  have  been  for  a  long  time 
along  the  border,  particularly  environmental  problems,  and  that 
the  NADBANK  finally  provides  us  with  a  vehicle  for  dealing  with 
them,  so  I  think,  at  least  my  view  would  be  to  continue  to  fund 
that  and  to  work  with  Mexico. 

It  is  not  only  the  money,  although  the  money  is  obviously  criti- 
cally important,  but  NADBANK  also  offers  a  vehicle  through  which 
we  can  work  with  Mexico.  At  the  same  time  there  is  the  vastly 
larger  question  of  trying  to  help  them  through  this  very  difficult 
period  which  we  are  totally  committed  to.  But,  no,  I  would  treat 
NADBANK  as  a  separate  matter  and  a  very  important  matter. 

GLOBAL  ENVIRONMEI^T  FACILITY 

Mr.  Forbes.  Let  me  just  jump  to  this  global  environment  facility, 
$110  million,  I  think  that  is  dedicated  to  the  global  environment 
facility.  We  need  not  spend  much  time  at  this  hearing  talking 
about  the  controversy  that  swirls  around  in  the  scientific  commu- 
nity as  to  global  warming  and  all  of  that,  but  in  these  very  difficult 
fiscal  times  in  this  country,  $110  million  for  the  global  environment 
facility  for  something  that  is  highly  questionable  in  many  quarters 
of  the  scientific  community,  I  was  wondering  if  you  could  speak  to 
that  funding  as  well. 

Secretary  Rubin.  I  had  the  same  question  when  I  first  looked  at 
the  GEF,  at  the  Global  Environment  Facility.  I  will  give  you  my 
personal  view  and  you  just  have  to  sort,  each  of  us  has  to  think 
this  through  themselves  and  see  where  they  come  out. 

There  were  a  number  of  environmental  issues  where  the  actions 
in  a  developing  country  far,  far  from  the  United  States  had  the  po- 
tential, not  the  provable  certainty  but  the  potential,  for  having  a 
very  serious,  creating  a  very  serious  problem  here. 

Global  warming  is  controversial.  I  do  believe  enough  people  are 
seriously  concerned  about  it  so  that  there  is  at  least  a  risk  of  it, 
in  my  view,  and  there  is  ozone  depletion  and  these  various  other 
kinds  of  issues.  So  my  view,  when  I  finished  that  all,  because  I 
raised  the  same  question  you  did,  my  view  when  I  finished  it  all 
was,  well,  a  lot  of  these  things  perhaps — not  perhaps,  cannot  be 
proven  with  actual  certainty  but  if  they  do,  in  fact,  occur,  the  ef- 
fects on  us  could  be  horrendous.  And  if  this  was  an  insurance  pol- 
icy, then  it  seemed  to  me  it  was  one  well  worth  buying,  and  that 
was  my  approach. 

DEBT  FORGIVENESS 

Mr.  Forbes.  I  just  have  one  final  question,  if  I  might.  We  are 
talking  about  $42  million  to  reduce  or  some  might  say  forgive  the 
debt  in  Sub-Sahara  and  other  places.  Forgive  me,  I  mean,  I  am  a 
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new  Member  of  Congress,  but  I  have  to  say  that  oftentimes  it 
seems  that  we  take  some  of  these  very  controversial  issues  like  for- 
giveness of  debt  and  we  wrap  them  in  environmental  and  child  pro- 
tection mantles  as  a  way  to  perhaps  get  by  the  difficulty  of  forgiv- 
ing debt. 

I  know  that  Mr.  Torres  mentioned  the  trust  funds  and  they  were 
dedicated  to  similar  interests,  and  it  does  concern  this  Member  of 
Congress  that  we  do  forgive  debt,  too  easily  in  this  country.  I  was 
wondering  if  you  could  speak  to  that  issue. 

Mr.  Yates.  Were  you  talking  about  the  Jordan  debt? 

Mr.  Forbes.  No,  I  am  talking  about  the  other  $42  million 
Subsaharan. 

Secretary  RUBIN.  I  think  it  divides  into  two  pieces,  at  least  in  my 
view.  One  is  the  Subsaharan  debt.  I  do  think  what  you  have  there 
are  a  group  of  countries  that  are  in  truly  dire  economic  conditions, 
and  I,  at  least,  think  it  is  constructive  to  allow  them  to  reduce  their 
debt,  in  effect,  as  you  said,  to  cancel  or  forgive  a  good  portion  of 
their  debt.  As  one  step  toward  helping  them  get  on  their  feet  eco- 
nomically. 

It  seems  somewhat  counter  to  what  we  are  trying  to  do  on  the 
one  hand,  provide  help,  and  on  the  other  hand,  continue  to  demand 
repayment  of  principal  and  interest.  It  seems  to  us  that  debt  for- 
giveness, is  a  constructive  economic  measure.  That  piece  of  it  is  not 
tied  into  the  environmental  and  child  survival  offsetting  or  parallel 
arrangements. 

Our  proposal  for  parallel  local  funding  arrangements  is  for  some 
of  the  low  income  countries  in  this  hemisphere.  Forgiving  debt  is 
useful  in  terms  of  helping  those  countries  get  back  on  their  feet, 
but  we  did  feel  that  in  those  circumstances  we  wanted  to  have  a 
local  currency  commitment  on  their  part  for  various  environmental 
and  child  survival  issues.  That  was  the  thinking. 

Mr.  Forbes.  If  that  proceeds,  will  there  be  some  ability  for  this 
government  to  check  and  make  sure  that,  in  fact,  we  are  address- 
ing some  of  those  problems? 

Secretary  RUBIN.  Absolutely,  we  would  be  monitoring  the  pro- 
grams, even  though  they  are  not  a  United  States  Funds,  the  an- 
swer is,  yes. 

Mr.  Forbes.  Thank  you  for  your  patience. 

Mr.  Callahan.  Ms.  Pelosi. 

Ms.  Pelosl  Thank  you  very  much,  Mr.  Chairman. 

Welcome,  Mr.  Secretary.  I  am  sorry  I  couldn't  be  here  when  you 
presented  your  testimony,  but  I  had  a  must-do  assignment,  that 
started  early  this  morning.  Only  that  would  have  prevented  me 
from  hearing  your  entire  presentation,  but  I  did  read  through  it, 
and  I  share  your  optimism  about  the  MDBs  and  hope  that  it  is 
well-founded  because  I  think  that  they  can  and  in  many  cases  do, 
deserve  our  replenishing  of  the  funds. 

I  am  pleased  that  you  mentioned  HIV  AIDS,  and  the  role  the 
World  Bank  has  played  in  that  issue.  However,  I  do  have  some 
questions,  as  you  would  expect. 

First  of  all,  I  want  to  congratulate  the  administration  and  you 
as  the  administration's  representative  here  on  the  tough  negotia- 
tions that  the  USTR  Mickey  Kantor  conducted  in  the  intellectual 
property  deal  with  China.  However,  having  said  that,  I  want  to  say 
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that  I  think  we  have  to,  and  I  want  my  colleagues  to  know,  be  ever 
vigilant  about  any  deals  that  we  do  make  there. 

Since  the  last  deal  that  President  Bush  made  on  the  memoran- 
dum of  understanding  on  intellectual  property,  the  theft  of  copy- 
right, trademark  and  intellectual  property  soared.  Although  that 
was  an  agreement  that  everyone  praised  at  the  time,  it  produced 
nothing  more  than  overwhelming  theft  of  our  intellectual  property. 

CHINA 

I  have  these  concerns,  my  colleagues,  because  one  of  the  major 
users  of  pirated  intellectual  property  was  the  Chinese  trade  min- 
istry itself,  and  one  of  the  terms  of  the  agreement  is  that  the  trade 
ministry  would  stop  using  pirated  Microsoft  software.  You  may  also 
recall,  that  when  the  paramount  leader  Deng  Xiaoping  went  to  the 
south  of  China  in  a  much  heralded  visit,  he  pointed  with  great 
pride  to  the  Shenfei  factory  there,  which  is  one  of  the  leading  pi- 
racy factories  in  China.  He  visited  that  factory  as  an  example  of 
reform  in  China. 

I  have  these  concerns  because  many  of  the  ruling  families  and 
leaders,  the  military  families,  have  ownership  and  make  profits 
from  those  factories.  The  Secretary  is  aware  of  that.  That  is  why 
I  address  my  comments  to  my  colleagues.  Since  that  memorandum 
of  understanding  and,  indeed,  even  since  the  President's  delinking 
of  trade  and  human  rights,  the  trade  deficit  with  China  has  contin- 
ued to  soar  and  the  human  rights  violations  have  increased.  I 
wanted  to  call  to  your  attention  also,  my  colleagues,  and  I  know 
that  the  Secretary  is  aware,  that  over  this  weekend  12  very  coura- 
geous intellectuals  in  China  called  upon  the  parliamentary  group 
in  China  to  investigate  and  end  official  corruption  in  China.  That 
will  probably  do  more  to  end  the  theft  of  intellectual  property  than 
any  other  measures  that  were  taken  over  toasts  because  at  the  root 
of  it  all,  of  course,  is  enforcement  and  a  judiciary  that  can  function 
in  a  noncorrupt  way.  I  would  hope  that  the  administration  would 
pay  maybe  one-thousandth  of  the  attention  to  ending  corruption 
and  human  rights  and  instituting  the  rule  of  law  in  China  that  it 
has  to  the  trade  relationship. 

Having  said  that,  Mr.  Secretary,  could  you  tell  me  what  the  sta- 
tus is  of  the  code  of  conduct  for  businesses  working  in  China  that 
the  President  mentioned  he  was  going  to  issue  last  May  when  he 
delinked  MFN  from  human  rights? 

Secretary  RUBIN.  I  will  have  to  get  you — ^the  last  I  heard  of  it, 
and  it  has  been  a  little  while  because  the  last  few  weeks  have  been 
somewhat  tumultuous,  but  it  is  a  good  question — the  last  I  heard 
of  it  was  that  people  on  the  White  House  staff  have  been  in  discus- 
sions with  various  people  in  business  trying  to  develop  a  frame- 
work that 

Ms.  Pelosi.  So  you  don't  have  anything  to  report  today? 

Secretary  RUBIN.  There  could  be  something  to  be  coalescenced 
around,  but  I  don't  have  anything  to  report  today. 

[The  information  follows:] 

Question.  What  is  the  status  of  the  code  of  principles  for  U.S.  businesses  operating 
in  China  which  was  one  element  of  the  President's  new  policy  on  human  rights  in 
China? 

Answer.  The  Administration  is  still  developing  its  voluntary  statement  of  prin- 
ciples for  U.S.  business  activity  abroad. 
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U.S.  companies  have  been  consulted  on  this  initiative. 

The  Administration  expects  to  release  this  code  in  the  coming  months. 

I  would  emphasize,  however,  that  the  U.S.  Government  supports  sound  business 
practices  and  good  corporate  citizenship  as  basic  guiding  principles  for  U.S.  firms 
operating  abroad,  including  in  China. 

The  participation  of  U.S.  firms  in  the  Chinese  economy  has  contributed  to  the  im- 
provement of  Uving  standards  for  Chinese  citizens. 

The  Administration  continues  to  support  U.S.  firms'  efforts  in  this  regard. 

Ms.  Pelosi.  I  do  want  to  say  how  pleased  I  am  that  Linda  Tsao 
Yang,  the  Executive  Director  of  the  Asia  Development  Bank,  is 
with  us  today.  If  there  are  any  other  Executive  Directors  here 
today,  forgive  me  for  not  mentioning  you,  but  as  you  may  under- 
stand, I  am  particularly  aware  of  her  good  representation  of  our 
country  in  the  Asian  Development  Bank.  That  doesn't  mean  she 
agrees  with  me.  That  means  that  she  does  great  work. 

Before  I  leave  the  subject  of  China,  I  just  had  one  more  question. 
Do  you  believe  with  all  the  talk  we  have  heard  over  the  week-end 
about  how  important  China  is  to  us  because  they  are  such  a  great 
economic  power  that  they  should  still  benefit  from  IDA  funds? 

Secretary  RUBIN.  Well,  as  you  know,  we  have  had — we  have  not 
been  in  favor  of  their  benefiting  from  IDA  funds,  but  they  never- 
theless continue  to  get  IDA  funds.  Is  that  a  fair  comment? 

Ms.  Pelosi.  But  what  would  your  opinion  be,  Mr.  Secretary,  as 
Secretary  of  the  Treasury? 

Secretary  RUBIN.  I  understand.  I  think  I  agree  with  the  adminis- 
tration's view. 

Ms.  Pelosi.  And  that  is?  And  what  is  that  today? 

Secretary  RUBIN.  Which  is  that  they  have  reached  the  point  in 
their  development  where  they  should  really  be  on  their  own  and  be 
a  proud  graduate  of  IDA. 

Ms.  Pelosi.  I  appreciate  that,  especially  with  the  limitation  of  re- 
sources that  my  colleagues  have  pointed  out. 

Secretary  RUBIN.  Yes,  and  let  me  add  that  we  continue  to  work 
toward  that  end. 

Ms.  Pelosi.  I  appreciate  that.  I  think  that  that  is  a  legitimate 
direction  to  go  in.  I  associate  myself  with  some  of  the  concerns  that 
my  colleague,  Mr.  Yates,  expressed  about  Mexico,  and  I  won't  go 
into  those  questions  because  I  have  voted  with  the  administration 
on  NAFTA  and  with  you  on  the  resolution  that  came  to  the  Floor. 

Mr.  Yates.  As  opposed  to  the  vote  that  I  had. 

Ms.  Pelosi.  But  I  do  share  Mr.  Yates'  concerns,  and  I  know  that 
we  will  have  an  opportunity  with  the  resolution  coming  before  the 
House  that  is  noncontroversial,  but  nonetheless  shall  we  say  in- 
quisitive, about  certain  aspects  of  that  arrangement.  If  I  have  time 
or  shall  I  wait  for  the  next  round,  Mr.  Chairman? 

Mr.  Callahan.  I  think  your  time  has  expired. 

Ms.  Pelosi.  Okay,  thank  you.  Our  Chairman  is  most  generous, 
and  if  he  says  it  has  expired,  I  will  have  to  wait  until  the  next 
round. 

Secretary  RuBlN.  You  shouldn't  have  asked. 

Mr.  Callahan.  Maybe  we  can  get  back  to  you. 

Mr.  Bunn. 
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ARREARAGES 


Mr.  BUNN.  Thank  you,  Mr.  Chair.  Mr.  Secretary,  you  have  men- 
tioned arrears  in  your  testimony.  Your  staff  came  by  my  office  and 
visited  about  it.  They  stressed  the  fact  that  a  lot  of  this  was  cre- 
ated under  the  Reagan  and  Bush  administrations.  I  think  your  tes- 
timony claims  about  88  percent. 

Regarding  the  12  percent  created  under  the  Clinton  administra- 
tion, as  I  understand  last  year's  appropriation  bill,  it  specifically 
stated  that  each  subscription  or  contribution  shall  be  effective  only 
to  such  extent  or  in  such  amounts  as  if  provided  in  advance  in  ap- 
propriations acts. 

Are  you  taking  amounts  that  this  committee  said  no  to  and 
claiming  that  that  is  arrearage? 

Secretary  RUBIN.  Let  me  answer  it  this  way. 

Mr.  Yates.  Mr.  Chairman,  I  didn't  hear  the  subject  that  we  are 
talking  about  so  I  didn't  understand  the  question. 

Mr.  BuNN.  Arrearages  that  we  owe. 

Secretary  Rubin.  Those  arrearages  are  on  commitments  that 
have  been  made  and  approved,  if  that  is 

Mr.  BuNN.  Okay. 

Secretary  RUBIN.  At  least  have  been  authorized  by  Congress. 

Mr.  BuNN.  The  entire  $800  million  has  been  authorized? 

Secretary  RUBIN.  They  were  all  authorized,  that  is  correct,  by 
Congress,  if  that  was  the  question.  I  misunderstood  the  question, 
I  apologize. 

Mr.  BuNN.  Okay.  But  isn't  the  authorization  conditional  upon 
final  appropriations,  so  that,  in  fact,  if  we  do  not  appropriate,  we 
have  the  understanding  that  the  commitment  lapses  and  therefore 
the  appropriations  are  not  made.  Therefore,  there  is  no  debt  and 
thus  no  arrearage? 

Secretary  RUBIN.  Well,  let  me  try  to  respond  to  it  one  way.  Let 
Secretary  Shafer  respond  also.  All  of  the  arrearages,  that  roughly 
$800  million,  had  been  authorized  and  then  voted  on  by  Congress, 
so  they  were— and  then  were  presented  as  commitments  of  the 
United  States. 

Mr.  BuNN.  Okay,  now,  you  break  down  the  $2.3  billion  request 
into  1  point  billion  regulEirly  scheduled  and  $400  million  for  pay- 
ment of  arrears. 

Secretary  RUBIN.  Right,  $1.9  billion. 

Mr.  BuNN.  Okay,  is  the  $1.9  authorized  by  Congress?  And  if  we 
say  no,  have  we  increased  our  arrears? 

Secretary  RUBIN.  Is  the  $1.9  billion  authorized  by  Congress? 

Mr.  Shafer.  There  is  a  piece  of  it.  I  know  the  third  year  of  IDA 
and  maybe  some  other  pieces  that  have  yet  to  be  authorized,  so 
some  of  it  is  authorized.  Most  of  it  is,  but  not  all  of  it. 

Mr.  BuNN.  What  I  am  trying  to  identify,  when  I  am  told  as  a 
freshman  Republican  that,  "You  are  responsible  for  what  Reagan 
created  and  what  Bush  created,"  Is  that  this  is  not  what  America 
created. 

Why  don't  we  pay  the  $800  million  now,  and  pay  whatever  our 
commitment  is  and  then  talk  about  what  we  want  to  do  in  the  fu- 
ture? Why  are  we  leaving  $400  million  of  so-called  arrearages? 
Now,  for  the  funds  that  we  are  providing,  $2.3  billion  are  going  to 
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increase  capital  or  replenish  accounts.  Whether  we  pay  it  from  ar- 
rears or  we  pay  it  for  future,  it  is  still  available  for  the  same  thing, 
so  why  don't  v.'e  clear  up  our  arrears  now? 

Mr.  Shafer.  Our  approach  has  been  to  want  to  make  our  current 
payments,  and  the  money  that  we  have  gotten  behind  to  try  to 
make  that  up  on  a  schedule  over  three  years.  The  authorizations 
have  been  made  for  what  we  are  calling  arrears  here  because  this 
committee  has,  the  Congress  appropriates  year  by  year.  In  fact, 
those  commitments  are  made  in  anticipation  of  appropriations,  and 
when  they  have  not  been  forthcoming,  then  that  is  when  the  ar- 
rears have  built  up. 

Mr.  Callahan.  If  the  gentleman  will  yield,  let's  clarify  because 
it  is  confusing  to  me,  too.  The  authorization  says  subject  to  appro- 
priations, so  if  it  is  subject  to  appropriations,  then  it  is  not  an  obli- 
gation, an  official  obligation  until  such  time  as  the  appropriation 
is  made. 

The  authoi-ization  language,  I  think,  specifically  says  that  this 
money  is  authorized  subject  to  appropriations.  That  is  my  under- 
standing. So,  technically,  I  think  the  gentleman  is  correct.  I  don't 
think  technically  it — now  morally,  maybe. 

Secretary  RUBIN.  Mr.  Chairman,  I  think  what  we  would  like  to 
do,  I  will  make  a  guess  at  what  the  situation  is,  though  I  am  not 
sure,  and  I  think  we  can  get  back  to  you  on  it.  My  guess  is  that 
when  the  authorizations  were  approved  by  Congress,  the  adminis- 
tration then  in  power,  not  us,  committed  themselves,  as  the  United 
States  of  America,  to  whatever  the  program  was.  Although  what 
you  say  is  technically  correct,  if  you  don't  get  the  appropriation, 
you  don't  have  the  money. 

Mr.  BUNN.  My  concern  is,  how  do  we  stop  having  administrations 
commit  funds  that  Congress  doesn't  believe  we  should  be  appro- 
priating? Because  if  we  are  always  in  a  position  of  going  back  and 
paying  something  that  is  in  arrears,  making  America's  word  good 
when  we  don't  believe  we  should  have  made  the  commitment  in  the 
first  place,  where  do  we  stop  that? 

Secretary  RUBIN.  Well,  maybe  the  right  way  to  do  this,  actually 
it  is  a  very  good  analysis.  The  right  way  to  do  this  in  the  context 
of  this  subcommittee  is  to  take  a  look.  A,  at  the  arrears  and  see 
what  one's  attitude  toward  the  arrears  is  and,  B,  what  is  our  atti- 
tude toward  the  ongoing  programs  and  continuing  the  program. 

We,  obviously  feel  that  continuing  the  program  is  enormously  in 
this  country's  self-interest,  but  that  is  a  judgment  you  have  to 
make. 

Mr.  BuNN.  As  someone  who  is  new  to  this,  I  think  there  are 
three  pieces.  One  are  the  firm  commitments  that  we  made,  the  ad- 
ministration made,  the  Congress  made,  and  we  haven't  kept  the 
commitment.  The  next  are  those  that  the  administration  made,  but 
the  Congress  has  never  agreed  to  or,  in  fact,  said  if  we  don't  appro- 
priate it,  it  is  not  a  commitment,  and  then  the  other  piece  is  the 
new  requests  that  you  have  because  of  the  benefits  to  our  friends 
and  our  neighbors. 

Secretary  Rubin.  I  think  for  all  of  us  it  would  be  useful  to  get 
that  in  writing.  We  will  develop  that  for  you. 

Mr.  BuNN.  That  was  it.  Thank  you. 
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Mr.  Callahan.  Now,  the  arrears  is  a  confusing  thing  to  me,  and 
the  gentleman  poses  an  interesting  question.  If  we  owe  that  much 
money,  why  are  we  giving  them  more?  Why  don't  we  pay  off  the 
arrears  and  then  not  ask  for  an  appropriation? 

Secretary  RuBiN.  I  think  in  a  way,  you  really  get  at  what  we 
have  been  trying  to  accomplish,  which  is  to  continue  on  an  ongoing 
basis  the  programs  that  we  think  are  enormously  in  the  interest 
of  this  country  to  do,  and  at  the  same  time  over  some  period  of 
time  pay  back  arrearages  rather  than  pay  back  arrearages  and  dis- 
continue or  greatly  reduce  programs  that  we  think  we  should  keep 
current  on  and  stay  involved  with. 

Mr.  Callahan.  Well,  I  know,  but  it  is  sort  of  a  false  impression 
that  we  may  be  giving  to  the  banks  saying  that  here  is  a  million 
dollars,  we  owe  you  five  million,  so  if  you  want  to  balance  your 
books,  you  can  count  the  five  million,  and  some  of  us  don't  truly 
believe  that  really  is  an  official  obligation,  but  I  am  certain  the 
banks  feel  like  that  is  an  official  commitment  of  the  United  States, 
and  in  my  opinion,  it  technically  isn't. 

This  is  a  problem,  I  am  sure,  that  all  administrations  have  with 
Congress,  but,  you  know,  the  State  Department  and  Treasury  De- 
pEirtment,  not  Treasury  as  much  as  State,  and  the  administration 
go  and  meet  with  these  leaders  and  they  promise  all  kinds  of 
things,  and  then  they  consider  that  an  obligation  of  the  United 
States. 

We  have  programs  we  are  debating  now  that  the  entire  Congress 
agree  are  asinine  programs.  The  only  defense  they  have  is  the 
President  made  a  commitment  to  Mr.  Yeltsin.  We  have  got  to  em- 
phasize to  the  administration  to  stop  making  these  commitments 
before  they  get  authorization  to  do  so  from  the  Congress. 

Secretary  RUBIN.  I  wouldn't  argue  with  that.  I  think  you  will  find 
everything  that  we  call  arrears  has  been  authorized.  You  make  the 
correct  point  about  the  appropriation,  technically  what  you  said 
was  correct,  but  they  have  all  been  authorized  by  Congress.  I  think 
on  the  other  question  of  the  arrearages  versus  the  ongoing  pro- 
grams, it  was  our  objective  in  effect  to  maintain  a  running  rate,  if 
you  will,  a  current  running  rate  that  represents  what  we  think 
should  be  the  commitment  to  these  programs,  and  then  at  the 
same  time  to  pay  back  the  arrearages  rather  than  lowering  the  cur- 
rent running  rate  to  a  level  that  is  lower  than  we  think  should  be 
our  involvement  in  current  operations,  but  I  think  if  we  put  this 
in  writing  it  may  be  clearer,  but  that  was  the  philosophy,  at  least. 

Mr.  Callahan.  We  are  going  to  try  to  get  you  out  of  here  by 
12:00,  but  I  have  a  couple  more,  then  we  will  just  go  around  the 
table  again. 

roA 

Would  IDA  continue  to  exist  if  the  United  States  had  to  drop  out 
until  our  budget  is  balanced?  What  would  happen  to  IDA  if  we  de- 
cided we  are  not  going  to  fund  IDA? 

Secretary  Rubin.  Let  me  give  you  two  answers,  then  let  Assist- 
ant Secretary  Shafer  respond  with  grounded  greater  knowledge. 
First,  I  would  assume  it  would  be  an  enormous  setback.  If  we  as 
the  largest  economy  in  the  world  weren't  going  to  contribute,  what 
would  the  other  economies  do? 
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Secondly  and  very  importantly,  right  now  IDA  is  very  responsive 
to  the  kind  of  things  we  think  they  ought  to  do,  and  obviously  if 
we  drop  out,  that  would  eliminate,  I  presume  it  would  greatly  re- 
duce or  eliminate,  that  responsiveness. 

Mr.  Shafer.  I  think  the  signals  are  that  as  we  cut  back  our  com- 
mitments, other  countries,  major  contributors  would  carry  through 
with  that  and  IDA  would  shrink  if  not  disappear.  I  think  what 
would  happen  is  that  the  money  that  other  countries  are  putting 
up  for  IDA  would  be  given  bilaterally  in  tied  aid  programs  in  ways 
that  were  much  less  constructive  and  much  less  subject  to  our  in- 
fluence on  how  it  got  spent. 

Mr.  Callahan.  What  if  we  cut  it  in  half,  would  our  influence  be 
reduced?  I  am  not  suggesting  that.  I  am  just  saying  we  have  got 
to  cut  someplace,  and  IDA  is  sitting  out  here. 

Ms.  Pelosl  China. 

Mr.  Callahan.  You  have  a  lot  of 

Secretary  RuBlN.  Ms.  Pelosi  has  a  suggestion. 

Mr.  Callahan.  A  lot  of  people  in  the  Congress  are  questioning 
that  the  are  supportive  of  the  multilateral  banks,  but  they  are  say- 
ing don't  cut  them,  do  away  with  IDA. 

Secretary  RUBIN.  Well,  I  think  that — and  many  responses,  at 
least  one  of  which,  as  you  and  I  discussed,  we  were  together  on 
this — there  is  not  the  same  view  of  IDA  broadly  held  in  the  Con- 
gress that  we  have — but  I  think  it  is  instructive  to  look  at  who  the 
IDA  clients  were  15  years  ago  and  what  their  prospects  looked  like 
then  and  see  how  many  of  them  have  graduated  and  become  impor- 
tant to  us.  Maybe  that  would  be  helpful  in  terms  of  giving  people 
a  sense  of  how  important  it  might  be  to  us. 

Mr.  Callahan.  But  I  am  afraid  we  are  going  to  be  an  under- 
developed country  if  we  keep  on  spending  more  money  than  we 
bring  in.  We  are  going  to  be  going  to  these  organizations  looking 
for  aid  ourselves  because  we  are  going  to  be  considered  an  under- 
developed country  if  we  keep  on  keeping  on,  but  we  have  already 
discussed  that. 

AFRICAN  DEVELOPMENT  BANK  AND  FUND 

Let's  talk  briefly  about  replenishing  the  African  Development 
Fund.  Are  the  African  countries  willing  to  undertake  major  oper- 
ational and  management  reforms  of  the  African  Bank  and  is  the 
African  Bank  bankrupt,  as  some  rumors  suggest,  and  why  should 
we  continue  to  appropriate  funds  for  an  organization  with  so  many 
basic  problems? 

Secretary  RUBIN.  Let  me  give  you  a  general  comment,  then  let 
me  ask  Assistant  Secretary  Shafer  to  respond.  The  African  Bank, 
obviously  has  been  an  institution  which  has  created  issues,  real  is- 
sues, and  we  have  been  focused  on  those  issues.  On  the  one  hand, 
it  is  in  the  poorest  part  of  the  world,  the  African  countries,  and  it 
is  in  a  part  of  the  world  that  desperately  needs  help.  On  the  other 
hand,  the  institution,  as  I  said,  has  given  rise  to  issues  that  you 
have  focused  on,  and  I  think  it  would  be  fair  to  say  that,  and  As- 
sistant Secretary  Shafer  could  comment  greater  on  this,  we  feel 
they  have  made  progress  and  we  feel  there  is  more  for  them  to  do. 

Mr.  Shafer.  The  fundamental  problem,  of  course,  with  the  Afri- 
can Development  Bank  and  Fund  is  that  their  clients  are  the  poor- 
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est  countries  in  the  world,  and  that  is  reflected  in  the  quality  of 
their  portfolio.  We  have  insisted  that  they  tighten  up  their  credit 
standards  for  lending.  That  has  been  very  difficult  for  African  gov- 
ernments to  accept  because  it  means  that  a  number  of  countries 
really  would  have  to  say  they  are  not  going  to  get  money  from  what 
they  consider  to  be  their  Bank. 

Nonetheless,  we  have  insisted  on  that  because  it  is  just  not 
sound  to  go  forward  lending  more  money  on  hard  terms  to  coun- 
tries that  can't  pay  their  current  debts.  There  has  been  movement 
in  our  direction,  not  sufficient  for  us  to  go  ahead  with  the  agree- 
ment to  replenish  the  African  Development  Fund  yet,  but  we  are 
hopeful  that  we  will  see  sufficient  action,  sufficient  management 
reforms  that  will  do  it. 

Mr.  Callahan.  Is  it  bankrupt? 

Mr.  Shafer.  It  is  not  bankrupt.  Reflecting  the  region  it  is  in,  it 
has  some  credit  problems.  It  still  has  a  triple  A  credit  rating  and 
I  think  what  is  important  is  to  deal  with  the  Bank's  problems  while 
it  still  is  basically  sound  and  not  wait  until  there  are  deeper  and 
more  serious  problems. 

Mr.  Callahan.  What  about  South  Africa?  Are  they  planning  on 
joining  the  African  Development  Bank? 

Mr.  Shafer.  They  are  in  discussions  with  the  Bank  now  about 
joining.  I  expect  that  they  will  soon. 

Mr.  Callahan.  Would  they  be  a  borrower? 

Mr.  Shafer.  I  would  expect  they  would  be  borrowers. 

Mr.  Callahan.  Okay.  Anyone  else  have  a  question? 

Mr.  Torres? 

Mr.  Torres.  Mr.  Secretary. 

Mr.  Yates.  Mr.  Torres,  would  you  yield  for  just  a  moment?  I 
have  one  question. 

Mr.  Torres.  Yes,  sir.  Indeed,  sir. 

Mr.  Yates.  Mr.  Secretary,  I  was  a  member  of  the  original  Mar- 
shall Plan  Appropriations  Committee.  My  affiliation  with  this  com- 
mittee goes  back  a  number  of  years.  I  remember  when  Paul  Hoff- 
man became  the  head  of  AID  and  his  slogan  was  we  have  got  to 
get  out  of  this  by  getting  Europe  off  our  back.  That  was,  I  think, 
way  back  in  1950  or  1951  or  1952.  I  don't  know  that  Paul  Hoffman, 
had  he  lived  and  stayed  on  in  that  job,  would  have  succeeded  in 
his  goal. 

The  fact  is  that  we  are  still  engaged  in  the  same  kind  of  enter- 
prise, but  I  listened  to  your  discussion  on  the  multidevelopment 
banks,  and  the  activities  in  which  you  are  engaged  seem  to  me  to 
be  very  worthwhile  ones.  Should  this  so-called  aid  program  be  reor- 
ganized to  take  certain  programs  out  on  this  committee  and  put 
your  banks  under  another  program,  in  the  treasury  appropriations 
bill?  Should  we  continue  this  as  an  aid  program,  rather  than  inter- 
mingling all  of  these  activities? 

Secretary  Rubin.  I  think  you  are  right.  I  don't  know  about  the 
jurisdictional  question,  but  I  think  you  raise  a  very  interesting 
point  which  is — I  mean  I  can  remember  when  foreign  aid  was  doing 
things  to  help  poor  nations  and  also  for  altruistic  reasons  on  our 
part. 

I  think  what  we  are  suggesting  is  everj^hing  we  are  proposing 
is  really  grounded  in  our  economic  self-interest,  and  I  think,  unfor- 
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tunately,  that  perception  is  not  broadly  shared,  but  I  beheve  it  to 
be  absolutely  true.  So  you  are  raising  the  question  of  whether  we 
presented  this  in  some  different 

Mr.  Yates.  Different  format. 

Secretary  Rubin.  That  is  an  interesting  question.  Let  us  give 
some  thought  to  that  because  it  is  not  really  an  aid  program  in  the 
sense  that  I  remember  it  from  10,  15,  20  years  ago,  people  talking 
about  U.S.  aid. 

Mr.  Yates.  But  you  are  bearing  all  the  onus  that  the  aid  pro- 
gram has  because  you  are  a  part  of  it. 

Secretary  RUBIN.  Let  us  think  on  that.  That  is  a  very  interesting 
question. 

Mr.  Yates.  That  is  all  I  have,  Mr.  Chairman. 

Mr.  Callahan.  Any  more  of  you  have  any  questions? 

Mr.  Knollenberg.  I  have  no  questions,  Mr.  Chairman. 

MIDDLE  east 

Mr.  Torres.  My  question  was,  Mr.  Secretary,  we  have  seen  over 
the  past  years  some  measurable  achievement  in  bringing  peace  to 
the  Middle  East.  It  is  still  slow,  but  coming  around.  Our  relation- 
ships have  been  more  bilateral  with  Egypt  and  Israel  and  Jordan, 
but  how  have  the  international  financial  institutions  helped  out  in 
the  economic  recovery  in  the  Middle  East  region? 

Secretary  Rubin.  Well,  the  World  Bank,  as  you  know,  has  sup- 
ported not  only  growth,  but  various  policies  that  we  think  are  con- 
structive in  various  countries  around  the  Middle  East,  but  I  would 
like  to  suggest  focusing  particularly — now,  we  don't  have  a  pro- 
posal at  this  moment  but  on  the  Middle  East  Development  Bank, 
which  is  something  which  has  not  yet  happened.  I  think  there  is 
a  tremendous  opportunity  with  very  little  money  to  create  an  insti- 
tution that  could  really  have  an  impact,  and  the  reason  is  that  this 
is  an  instance  in  this  very  fractious  part  of  the  world  where  the 
various  countries  that  are  so  much  at  odds  with  each  other  have 
all  come  together  and  said  give  us  an  institution  that  crosses  our 
various  national  lines.  We  can  meet  together,  work  together,  and 
try  to  work  on  our  common  problems. 

I  think  the  Middle  East  Development  Bank  arguably  is  much 
less  a  question  of  money  than  it  is  a  question  of  responding  to 
something  that  they  have  called  or;  they  feel  a  sense  of  ownership 
in,  and  if  nothing  else,  I  say  nothing  else,  but  I  think  it  is  very  im- 
portant, we  create  a  forum  in  which  they  can  all  work  together  on 
the  problems  of  their  region.  I  think  potentially  it  could  really  be 
a  very  constructive  development. 

Mr.  Torres.  Are  they  asking  the  U.S.  provide  the  impetus  for 
this  as  opposed  to  Saudi  Arabia  or  Jordan  or  somebody? 

Secretary  Rubin.  We  are  providing  a  lot  of  the  leadership  in  try- 
ing to  get  this  to  happen,  but  as  you  know,  this  is  still  a  work  in 
process.  We  have  been  providing  a  lot  of — no,  no,  there  is  a  lot  of 
impetus  coming  from  the  Mideast,  I  apologize.  I  didn't  understand 
your  question.  There  is  a  lot  of  impetus  coming  from  the  Mideast 
nations.  Now  the  question  is  who  is  going  to  carry  that  forward 
into  the  world  more  broadly,  and  we  have  been  a  leader  in  doing 
that. 
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Mr.  Torres.  There  is  a  willing  commitment  to  do  that  on  their 
part? 

Secretary  Rubin.  It  certainly  is  on  the  part  of  the  nations  that 
are  sponsoring  it,  and  that  is  a  wide  range  of  nations  in  the  Mid- 
east. I  don't  know  if  every  single  one  of  them 

Mr.  Callahan.  Mr.  Torres  and  I  have  discussed  this  in  a  con- 
versation, and  we  do  recognize  that  if  we  create  a  new  bank,  re- 
gional bank,  that  it  is  going  to  have  to  be  funded  out  of  the  existing 
monies  that  we  are  giving  to  the  other  regional  banks,  and  I  don't 
want  to  throw  any  alarm  into  any  of  the  other  regional  banks,  but 
there  is  not  going  to  be  any  new  monies,  and  I  suppose  that  is  not 
going  to  be  in  1996  anyway. 

Secretary  Rubin.  I  can't  imagine  it  would  be  in  1996.  No,  it  won't 
be  in  1996.  Correct  me  if  you  think  I  am  wrong,  but  I  don't  think 
you  are  talking  about  large  amounts  of  money.  As  I  said,  we  are 
talking  much  more  about  an  institution  in  which  they  can  all  work 
together. 

Mr.  Torres.  Mr.  Chairman,  I  have  other  questions,  but  I  will 
submit  them  in  writing. 

Mr.  Callahan.  Go  ahead. 

Ms.  Pelosi.  Thank  you,  Mr.  Chairman. 

environmental  concerns 

Mr.  Chairman,  while  I  used  up  my  time  before,  I  didn't  get  many 
questions  answered,  and  I  may  have  to  submit  them  because  I  used 
my  time  differently,  not  to  your  fault,  Mr.  Secretary,  but  I  did  have 
a  number  of  questions  about  environmental  concerns  in  relation- 
ship to  the  MDB. 

While  I  profess  to  be  a  supporter  of  that  approach  and  the  rest, 
that  does  not  mean  I  am  uncritical  about  certain  actions  of  the 
banks  historically,  let's  say.  The  World  Bank,  Mr.  Chairman,  as 
you  may  be  aware,  was  responsible  for  more  environmental  de- 
struction with  its  technical  advice  and  its  funding,  but  now  things 
are  different  and  improving,  and  that  is  important  to  all  of  us,  not 
only  for  where  those  projects  are,  but  also  for  us  in  the  United 
States,  as  well,  not  only  as  a  value,  but  as  a  recipient  of  the  pollu- 
tion that  might  spring  from  some  bad  environmental  project. 

I  did  have  a  concern.  As  you  may  be  aware,  there  is  an  amend- 
ment that  I  had  to  the  1989  International  Banking  Act  called  the 
International  Banking  Environmental  Protection  Act,  which  man- 
dated that  there  be  an  environmental  assessment  made  before  our 
executive  directors  can  vote  in  support  of  a  project,  and  that  called 
for  the  information  to  be  made  available  120  days  before  a  vote 
could  be  taken.  Will  the  U.S.  insist  that  the  European  Bank  for  Re- 
construction and  Development  wait  the  full  120  days  before  the 
bank  votes  on  the  Mochovce  nuclear  power  plant  project?  This  is 
the  most  controversial  and  largest  one  the  Bank  has  ever  consid- 
ered. 

Secretary  RUBIN.  The  answer  to  your  question  is,  yes. 

Ms.  Pelosi.  I  appreciate  that.  Thank  you  very  much.  The  envi- 
ronmental NGOs  have  expressed  concern  about  the  inappropriate- 
ness  of  using  IDA  funds  for  repajdng  IBRD  debt.  How  would  you 
respond  to  that  concern? 

Secretary  RuBiN.  I  am  sorry,  say  that  again. 
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Ms.  Pelosi.  The  countries  using  IDA  funds  for  repaying  IBRD 
loans. 

Mr.  Shafer.  Well,  there  is  a  mechanism  whereby  some  IDA 
funds  are  used  for  countries  with  very  large  multilateral  debt  bur- 
dens to  reduce  those.  We  think  this  is  a  program  that  has  a  role. 
There  are  alternative  mechanisms,  and  others  are  being  thought  of 
for  reducing  the  debts  of  those  countries  that  have  very  large  debt 
burdens  and  can't  handle  them,  but  the  alternatives  would  prob- 
ably have  us  come  here  and  ask  for  an  appropriation  under  some 
other  line  item  or  something,  and  for  the  focused  targeted  problems 
that  we  have  now  this  has  been  an  interim  solution. 

Ms.  Pelosi.  More  on  that  later,  okay?  Not  later  this  morning, 
Mr.  Chairman.  As  you  know,  there  has  been  ongoing  concern,  and 
I  share  that  concern  about  the  IFC  not  abiding  by  the  provisions 
of  the  so-called  Pelosi  amendment  requiring  the  environmental  im- 
pact statements  be  made  120  days  before  the  director  can  vote. 

Can  you  give  us  your  view  on  this  problem?  I  have  grave  concern 
because  the  IFC  is  not  abiding  by  it.  I  think  that  is  not  right,  but 
in  addition  to  that,  there  is  an  opportunity  for  the  banks  to  hide 
projects  in  the  IFC  as  well. 

Secretary  RUBIN.  Well,  as  you  know 

Ms.  Pelosi.  Different  functions. 

Secretary  Rubin.  Yes,  and  the  view  is  that  the  amendment,  how- 
ever intentioned,  didn't  wind  up  covering  the  IFC.  Now,  you  may 
have  a  different  view  of  that. 

Ms.  Pelosi.  I  do. 

Secretary  RUBIN.  I  also  understand,  but  correct  me  if  I  am 
wrong,  Jeff,  that  while  they  have  a  60-day  requirement  at  the  IFC, 
they  are  actually  doing  a  lot  better  than  that.  I  don't  know  what 
their  average  is,  but  it  is  a  lot  better  than  60  days. 

Mr.  Shafer.  The  average  is  over  180  days.  We  are  watching 
closely  those  projects  that  come  on  the  short  end,  and  are  prepared 
to  ask  for  more  time  when  we  think  it  is  necessary,  but  we  have 
felt  that  there  is  some  basis  for  the  feeling  that  their  bona  fide  pri- 
vate sector  activities  sometimes  have  to  move  more  quickly,  but  we 
are  quite  attentive  to  the  possibility  of  taking  advantage  of  that 
leeway  and  ai-e  trying  to  assure  ourselves  that  that  is  not  happen- 
ing. 

Ms.  Pelosi.  Well,  needless  to  say,  we  will  be  in  touch  with  you 
on  that  as  it  goes  along.  The  World  Bank  is  committed  to  good  gov- 
ernance, including  accountability,  transparency,  and  the  rule  of  law 
as  essential  to  sustainable  development. 

Would  the  U.S.  support  an  annual  report  by  the  Bank  on  the 
state  of  governance  in  recipient  countries  as  a  guide  to  both  bilat- 
eral donors  and  the  bank  directors? 

Secretary  RUBIN.  As  far  as  I  know — again  let  me  ask  the  Assist- 
ant Secretary  Shafer  if  I  am  correct  in  this — I  haven't  heard  any- 
body discuss  it. 

Mr.  Shafer.  I  think  it  is  something,  it  is  an  idea  we  would  have 
to  look  at. 

Secretary  RUBIN.  It  is  actually  an  interesting  idea  in  terms  of 
creating  incentives  for  people  to  do  the  kind  of  things  that  we  think 
they  should  do,  the  World  Bank  has  urged  them  to  do,  so  let  us 
give  some  thought  to  that. 


121 

Ms.  Pelosi.  I  have  some  other  questions,  Mr.  Chairman,  but  I 
know  you  are  interested  in  ending  the  hearing,  and  I  will  submit 
them  for  the  record.  I  do  have  one  comment,  Mr.  Secretary. 

You  said  earlier  and  I  appreciated  your  comments  in  response  to 
Mr.  Yates  that  at  one  point  our  foreign  aid  was  altruistic,  and  now 
it  is  firmly  based  on  national  security  and  our  economic  interest. 
I  don't  know  that  I  stipulate  that  it  was  always  altruistic,  but  we 
represented  it  as  such  in  any  event. 

Our  Chairman  very  appropriately,  in  his  leadership,  conducted 
the  first  hearing  that  we  had  with  two  former  colleagues.  Matt 
McHugh  and  Mickey  Edwards.  At  that  time  they  talked,  Mickey 
spoke  very  eloquently,  as  did  Matt,  but  I  remember  Representative 
Edwards'  remarks  very  clearly  about  how  part  of  our  role  inter- 
nationally was  also  to  promote  our  values  because  in  the  long  run, 
that  is  the  right  thing  to  do,  but  in  addition,  it  also  accrues  to  our 
benefit  if  we  are  dealing  with  a  country  that  respects  the  rule  of 
law  or  its  workers'  rights,  et  cetera.  It  is  fairer  to  our  workers  and 
to  our  businesses. 

Would  you  add  to  our  national  security  and  our  economic  interest 
promotion  of  our  values  as  part  of  our  international  assistance? 

Secretary  RUBIN.  Yes,  I  think  that  you  stated  it  very  well.  I  think 
that  the  probability  of  stable  societies,  of  our  having,  being  able  to 
reduce  the  national  security  problems,  of  having  economic  growth 
increases  as  you  have  open  societies,  and  democratic  governments, 
so  I  think  it  is  very  much,  again,  in  our  economic  and  national  se- 
curity interests.  I  sort  of  tuck  it  in  under  those  same  rubrics,  but 
nevertheless  I  think  it  is  very  much  in  our  national  self-interest, 
economic  and  national  security  to  promote  the  values  that  you  are 
referring  to. 

Ms.  Pelosi.  Thank  you,  Mr.  Secretary. 

Thank  you,  Mr.  Chairman. 

Secretary  RUBIN.  My  comments,  though,  were  limited  to  the  mul- 
tilateral development  banks,  not  foreign  aid  in  its  totality. 

Ms.  Pelosi.  I  appreciate  that  distinction. 

Secretary  RUBIN.  That  is  not  my  ambit,  my  jurisdiction. 

Ms.  Pelosi.  But  I  hope  that  it  would  be  part  of  the  ethic  that 
governs  what  you  do  there,  and  I  know  that  it  is,  and  I  respect  the 
distinction  you  just  made.  Thank  you,  Mr.  Secretary,  Mr.  Chair- 
man. 

IDA 

Mr.  Callahan.  Mr.  Secretary,  do  you  consider  IDA  a  bank?  I 
mean,  do  you  look  at  that  as  a  bank? 

Secretary  Rubin.  Not  really,  Mr.  Chairman.  I  view  it  as — it  is  a 
bank  in  a  sense,  but  I  guess  what  I  view  it  as  is  an  enormous  op- 
portunity to  get  money  from  other  countries  around  the  world  and 
then  funnel  it  to  parts  of  the  world  that  most  need  it  and  have  the 
most  difficulty,  in  most  cases  don't  have  access  to  capital  in  order 
to  promote  growth  where  it  is  very  much  in  our  interest,  growth 
and  as  Ms.  Pelosi  said,  our  values. 

Mr.  Callahan.  Why  do  we  need  investment  windows  and  hard 
loan  windows? 

Secretary  Rubin.  IDA  is  basically  a  concessional  window. 

Mr.  Callahan.  All? 
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Mr.  Shafer.  It  is  the  soft  money,  that  is  why  it  is  expensive.  We 
have  to  appropriate  all  the  money  that  goes  into  IDA.  It  does  come 
back.  The  success  cases  like  Korea  are  now  repaying  the  IDA  loans 
they  took  out  20,  30  years  ago,  and  they  can  go  to  help  extend  the 
resources  available  to  meet  the  needs  of  the  still  developing  coun- 
tries, so  in  that  sense  it  is  a  revolving  fund  but  it  is  not  a  bank 
in  the  hard  money  sense. 

Secretary  RUBIN.  It  is  all  concessional. 

Mr.  Callahan.  Okay. 

Ms.  Pelosl  Mr.  Chairman,  if  I  may  just  on  the  IDA  point,  be- 
cause you  brought  it  up. 

Mr.  Callahan.  Sure. 

Ms.  Pelosl  I  do  think  that  it  is  very  important  for  us  to  recog- 
nize that  if  we  diminished  IDA,  much  of  the  interest  of  many  of 
our  European  allies  is  in  Eastern  Europe,  and  that  is  great,  that 
they  are  helping  to  develop  there,  but  the  needs  in  SubSaharan  Af- 
rica are  so  great  that  I  would  hope  that  we  would  not  withdraw 
to  a  position  where  we  were  depending  on  bilateral  development 
assistance  alone. 

I  share  Secretary  Shafer's  view  that  in  a  multilateral  situation 
we  have  more  leverage  and  can  reach  the  goals  of  that  investment. 
And  when  I  said  China,  I  don't  think  we  should  reduce  IDA,  but 
I  do  think  we  should  redistribute  the  way  those  funds  are  spent, 
and  I  think  the  investment  in  SubSaharan  Africa  is  a  perfect  one. 

Mr.  Callahan.  By  ^-educed  involvement  in  IDA,  could  we,  for  ex- 
ample, earmark  our  contributions  to  IDA  to  the  SubSaharan  areas 
that  you  are  talking  about? 

We  are  going  to  have  to  cut  IDA,  and  maybe  you  can  convince 
the  committee  that  is  not  wise.  But  if  we  don't  do  that,  we  are 
going  to  have  to  talk,  you  and  I,  just  like  the  Secretary  and  I  have 
talked.  Where  are  we  going  to  take  it  from?  IDA  is  sitting  out 
there,  a  lot  of  opposition  to  it,  does  a  lot  of  good,  but  at  the  same 
time,  it  is  one  of  those  things  we  can't  afford,  and  we  are  going  to 
have  to  reduce  it,  I  think,  but  we  are  willing  to — we  are  open  for 
discussions. 

EARMARKS 

Secretary  RUBIN.  Could  I  make  a  very  tentative  suggestion?  It  is 
not  something  we  have  thought  about.  I  have  a  feeling  earmarking 
may  not  be  such  a  good  idea  because  right  now  we  could  have  a 
pretty  substantial  impact.  If  we  earmark,  the  other  countries  ear- 
mark, and  all  of  a  sudden  our  ability  to  influence  where  the  money 
goes  will  be  diminished.  It  is  my  instinct  that  that  might  not  be 
in  our  interest,  although  we  can  talk  more  about  that. 

Ms.  Pelosl  I  agree  with  the  Secretary. 

Mr.  Callahan.  Well,  Mr.  Secretary,  we  appreciate  very  much 
your  testimony,  and  appearing  before  the  committee,  and  your  gen- 
erosity of  time.  We  look  forward  to  finding  out  from  the  Budget 
Committee  how  much  money  we  are  going  to  have  and  then  look 
forward  to  dividing  it  up  with  you. 

Ms.  Pelosl  And  Mr.  Chairman,  questions,  we  will  have  written 
questions  for  the  Chairman,  right? 

Mr.  Callahan.  I  have  already  mentioned  that. 

[Questions  and  answers  for  the  record  follow:] 
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Questions  for  the  Record  Submitted  by  Chairman  Callahan 

IDA  AND  American  Exports 

Question.  Mr.  Secretary,  you  make  a  plausible  case  about  the  link  between  the 
multilateral  banks  in  general  and  American  exports.  In  the  case  of  IDA,  you  told 
us  that  current  IDA  borrowers  took  $20  billion  in  U.S.  exports  in  1993. 

How  much  of  that  $20  billion  was  taken  by  countries  such  as  China  and  India 
that  are  creditworthy,  and  how  much  by  truly  poor  countries?  By  the  way,  what  was 
the  total  amount  of  American  imports  from  those  same  IDA  countries? 

Can  you  give  some  examples  of  how  IDA,  as  you  put  it  in  your  testimony,  "helps 
remake  developing  countries  in  the  image  of  the  United  States.  .  .'7  That's  an  aw- 
fully ambitious  objective,  and  I'm  not  sure  it's  one  I  share. 

Answer.  The  twenty  countries  which  have  graduated  from  IDA  purchased  $42  bil- 
lion in  U.S.  exports  in  1993.  U.S.  exports  to  current  IDA  borrowers  exceeded  $20 
billion.  U.S.  exports  to  China  and  India  accounted  for  $11.5  billion  of  that  total. 

U.S.  exports  to  IDA  borrowers  other  than  China  and  India  totaled  $8.5  billion. 
U.S.  imports  from  these  countries  totaled  $15.6  billion,  with  imports  (largely  petro- 
leum) from  Nigeria,  Angola  and  the  Congo  accounting  for  54  percent  of  the  total. 

As  to  my  statement  about  remaking  these  countries  in  our  image,  I  want  to  be 
sure  that  I  conveyed  the  right  impression.  What  I  had  in  mind  was  IDA's  ability 
to  promote  the  types  of  market-friendly  policies  and  structures  which  have  long 
been  integral  to  the  U.S.  economic  system.  In  sum,  IDA  poUcies  remove  economic 
distortions  constraining  development  and  help  to  estabUsh  economic  environments 
which  foster  individual  enterprise.  As  we  have  seen  in  the  United  States,  sound  eco- 
nomic management,  free-market  policies,  and  private  initiative  are  both  the  engines 
of  growth  and  cornerstones  of  democracy. 

Recent  examples  of  IDA-supported  reform  operations  included  support  for  privat- 
ization, liberalization  and  regulatory  reform  in  Armenia;  trade  policy  reform  and  in- 
centives for  private  sector  development  in  Bangladesh;  and  new  investment  code, 
tax  reform  and  deregulation  of  the  coffee  and  cotton  sectors  in  Uganda.  The  com- 
prehensive nature  of  IDA's  reform  programs  can  be  seen  in  Bolivia,  where  seven 
IDA  reform  operations  are  currently  under  preparation  which  will  address  power 
sector  reform,  financial  markets  and  pension  reform,  judicial  reform,  civil  service  re- 
form, hydrocarbon  deregulation,  privatization  and  private  enterprise  promotion,  and 
industry,  mining,  and  environmental  reform. 

Debt  Reduction  Leads  to  More  Debt 

Question.  Several  smaller  items  in  Treasiuys  request  reflect  some  confusion  be- 
tween the  roles  of  international  financial  institutions  and  aid  grants. 

Both  the  $25  million  request  for  the  IMF's  Enhanced  Structural  Adjustment  Facil- 
ity (ESAF)  and  the  $27  million  request  for  bilateral  debt  reduction  are  aimed  at  the 
poorest  countries,  particularly  in  Africa.  They  are  described  by  having  a  fundamen- 
tal debt  solvency  problem,  with  little  prospect  of  servicing  their  current  debt. 

That's  clear  enough  so  far.  These  nations  aren't  creditworthy,  and  won't  be  so  any- 
time soon. 

As  I  understand  it,  in  order  to  keep  the  international  financial  institutions  in- 
volved with  them,  we  subsidize  the  poorest  countries'  interest  rates  (in  the  ESAF) 
and  forgive  their  debts.  Then  our  own  government  agencies  tvun  around  and  make 
new  loans  to  them.  That  doesn't  make  sense. 

These  nations  may  deserve  charity,  but  not  credit.  What  is  wrong  with  my  way 
of  thinking  here? 

Answer.  The  Enhanced  Structural  Adjustment  Facility  (ESAF)  provides  loans  at 
concessional  interest  rates  to  countries,  primarily  fi-om  Sub-Saharan  Africa,  that 
agree  to  initiate  economic  and  structural  reforms.  It  is  entirely  appropriate  that 
ESAF  programs  in  many  of  these  countries  continue  to  be  linked  with  other  efforts, 
including  bilateral  debt  relief,  that  will  help  to  reduce  debt  burdens  and  restore 
hope  for  many  of  the  most  impoverished  nations  of  the  world. 

The  ESAF  is  not  a  grant,  nor  is  it  a  form  of  charity.  Countries  that  have  borrowed 
from  ESAF  must  undertake  policy  reforms  and  repay  their  obligations.  The  ESAF 
has  never  provided  forgiveness.  Many  of  the  countries  that  have  borrowed  from 
ESAF  have  implemented  successful  reform  programs,  including  Ghana  (which  grad- 
uated in  1991),  Uganda,  Malawi,  Lesotho,  Guinea,  Bolivia,  Bangladesh  and  Guyana. 

However,  other  borrowers  require  additional  concessional  resources,  in  many 
cases  of  enormous  debt  burdens  that  can  no  longer  be  sustained.  The  Administra- 
tion's modest  appropriations  request  for  bilateral  debt  reduction  and  the  ESAF  will 
assist  in  these  efforts.  (The  Administration's  contribution  to  the  interest  subsidy  ac- 
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count  of  the  Enhanced  Structural  Adjustment  Facihty  accounts  for  less  than  5  per- 
cent of  total  bilateral  contributions.  This  compares  quite  favorably  with  contribu- 
tions from  other  industrial  countries  and  the  20  percent  contributed  by  developing 
countries). 

IDA  AS  TREASURY  PRIORITY 

Question.  Mr.  Secretary,  your  staff  and  the  staff  of  the  World  Bank  seem  obsessed 
with  the  future  of  the  International  Development  Association  or  "IDA". 

Now  we  have  heard  from  IDA  from  some  smart  people,  some  of  whom  once  occu- 
pied your  position,  and  they  are  all  over  the  map  regarding  the  priority  this  sub- 
committee should  place  on  IDA. 

Several  of  them  place  a  high  priority  on  the  work  of  the  basic  market-related 
loans  of  the  World  Bank  and  its  investment  arm,  the  International  Financial  Cor- 
poration. 

You  had  a  lot  to  say  about  IDA,  which  doesn't  look  like  a  bank  to  me  but  an  aid 
agency.  Could  you  tell  us  why  the  market-rate  loan  and  investment  windows  of  the 
World  Bank  are  important? 

If  you  had  run  for  and  served  on  this  subcommittee,  and  knew  that  we  had  less 
than  $1.4  billion  available  for  the  multilateral  banks,  how  would  you  allocate  it 
among  the  various  items  in  the  Treasury  Department  request? 

Answer.  We  have  stressed  support  for  IDA  because  we  believe  it  plays  a  central 
role  in  advancing  U.S.  economic,  strategic  and  humanitarian  interests  in  the  poorest 
developing  countries.  IDA  is  a  cost  effective  way  for  the  United  States  to  remain 
engaged  in  these  countries.  IDA's  policies  and  operations  reflect  U.S.  policy  leader- 
ship and  IDA  is  effective  in  promoting  key  U.S.  development  objectives.  IDA  is  in- 
strumental in  promoting  the  development  of  market-based  economies — in  the  poor- 
est countries — creating  tomorrow's  mairkets  for  U.S.  goods.  In  sum,  IDA  is  a  good, 
long-term  investment  for  the  United  States. 

IDA  and  the  market-rate  window  of  the  World  Bank  have  the  same  development 
agenda.  Both  are  important  in  promoting  the  free  market  policy  reforms  and  invest- 
ment lending  necessary  to  advance  economic  progress  in  developing  and 
transitioning  countries.  They  undergo  the  same  project  analysis  and  are  subject  to 
the  same  project  management.  However,  they  do  have  a  different  country  focus 
based  on  borrowers'  creditworthiness.  In  Eastern  Europe  and  the  former  Soviet 
Union,  for  example,  there  are  seven  countries — Albania,  Armenia,  Azerbaijan,  Geor- 
gia, Former  Yugoslav  Republic  of  Macedonia,  Kyrgyzstan  and  Tajikistan — where 
creditworthiness  considerations  dictate  that  all,  or  in  some  cases  a  portion,  of  Bank 
funding  be  on  concessional  IDA  terms.  Simply  put,  it  would  be  inappropriate,  and 
quite  probably  damaging,  for  these  very  poor  countries  to  accumulate  market-rate 
debt  burdens  that  they  quite  possibly  could  not  service.  The  basic  purpose  of  IDA 
is  to  make  investments  that  will  raise  the  productive  capacity  of  these  countries  so 
that  they  will  be  able  to  access  credit  markets  directly  in  the  ftiture. 

The  hard  loan  window  of  the  Bank  plays  a  key  development  role  in  more  than 
75  creditworthy  borrowing  countries  and  has  been  central  to  such  efforts  as  reviving 
economic  recovery  in  Latin  America  and  initiating  free-market  reform  in  Eastern 
Europe.  The  next  few  years  will  be  critical  for  many  IBRD  borrowers  seeking  to  con- 
solidate and  advance  the  economic  progress  they  have  made. 

We  have  an  important  economic  and  strategic  stake  in  their  progress.  The  IBRD 
is  a  very  cost-effective  way  to  support  this  effort.  Over  time,  $1.9  billion  in  U.S. 
paid-in  capital  to  the  Bank  has  supported  IBRD  loans  of  $249  billion,  a  ratio  of  131 
to  1. 

I  appreciate  the  very  difficult  budgetary  environment  that  we  are  facing.  The  Ad- 
ministration has  already  been  working  hard  to  reduce  the  cost  to  the  U.S.  taxpayer 
for  participating  in  the  development  banks.  In  the  past  two  years,  we  have  reduced 
the  cost  of  all  new  U.S.  contributions  to  these  banks  significantly.  For  example,  we 
negotiated  over  a  50  percent  decrease  in  the  annual  cost  for  our  hard-window  con- 
tribution to  the  Inter-American  Development  Bank.  In  the  Asian  Bank,  we  nego- 
tiated the  lowest  annual  cost  ever  for  taxpayers  in  the  last  capital  increase.  I  can 
assure  you  that  we  will  continue  to  reduce  the  U.S.  contribution  in  all  new  replen- 
ishment agreements  ahead  of  us. 

It  is  our  view  that  the  Administration's  request  for  $2.3  billion  should  be  fully 
funded.  Most  of  the  Administration's  FY96  budget  request  is  to  fund  agreements 
that  were  negotiated  under  previous  administrations.  These  are  international  agree- 
ments which  we  are  honor  bound  to  pay.  Cutting  these  funds  will  only  increase  our 
arrears  which  are  already  over  $800  million.  Sizable  arrears  risks  our  credibility, 
our  procurement  edge,  and  our  leadership  in  these  institutions. 
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The  development  banks  provide  substantial  direct  and  indirect  economic  benefits 
to  the  United  States.  They  work  to  create  open,  market-oriented  economies,  to  lower 
tariff  barriers,  and  to  liberalize  investment  regimes.  In  turn,  more  accessible  mar- 
kets create  greater  opportunities  for  U.S.  firms.  Developing  country  markets  are  our 
most  rapidly  expanding  market,  going  from  $91  billion  in  1987  to  $197  billion  in 
1993.  That's  40  percent  of  our  totm  exports,  which  creates  nearly  4  million  jobs  and 
benefits  our  whole  economy. 

Finally,  the  Banks  are  good  value  for  the  money.  They  are  the  most  cost  effective 
method  we  have  for  providing  foreign  assistance.  For  every  dollar  we  pay  in,  the 
banks  can  lend  $21.  Our  bilateral  programs  can't  replicate  this  kind  of^  leveraging 
or  volume  of  financing.  They  also  forward  our  strategic  interests  in  the  Middle  East, 
South  Africa,  Central  Europe  and  elsewhere;  and  they  are  responsive  to  U.S.  leader- 
ship. 

For  all  of  these  reasons,  it  is  our  view  that  it  is  in  our  own  best  interests  to  fully 
fund  U.S.  participation  in  the  development  banks  as  outlined  in  the  Administra- 
tion's FY96  budget  request. 

IDA  AS  DISASTER  RELIEF  AGENCY 

Question.  Mr.  Secretary,  on  page  3  of  your  statement  you  cite  the  role  of  IDA  in 
helping  respond  to  natural  disasters  and  other  emergencies. 

How  can  IDA  expect  repayment,  even  if  it's  only  principal  over  50  years,  from 
countries  such  as  Armenia,  Rwanda,  and  Haiti. 

Isn't  disaster  relief  in  bankrupt  and  strife  torn  countries  a  peculiar  mission  for 
an  international  financial  institution? 

Answer.  IDA  support  for  economic  reconstruction  is  consistent  with  its  mandate 
to  promote  economic  growth  and  development.  However,  IDA  lending  for  reconstruc- 
tion is  selective  and  occurs  only  when  the  situation  in  a  borrowing  country  provides 
reasonable  assurance  that  IDA  resources  can  be  used  effectively  and  be  fully  repaid. 
There  are  currently  a  number  of  cases,  such  as  Angola,  Liberia,  Somalia,  Sudan  and 
Zaire,  where  the  economic  and  political  environment  precludes  IDA  lending. 

It  should  also  be  noted  that  although  IDA  lends  to  the  very  poorest  countries,  IDA 
borrowers  generally  have  good  repayment  records.  As  a  result,  repayments  on  past 
IDA  credits  currently  finance  about  18  percent  of  new  IDA  lending. 


Questions  for  the  Record  Submitted  by  Congressman 

Livingston 

WORLD  BANK 

Question.  A  report  pubUshed  by  the  CATO  Institute  charges,  'The  World  Bank's 
single  most  destructive  accomplishment  has  perhaps  been  to  free  Third  World  gov- 
ernments from  the  need  to  deal  with  their  own  people,  thereby  undermining  the 
growth  of  democratic  institutions  and  legitimate  tax  regimes  throughout  the  Third 
World." 

How  do  you  respond  to  charges  that  the  World  Bank  merely  props  up  failed  econo- 
mies and  failed  governments? 

Answer.  Country  performance  is  now  the  dominant  consideration  in  determining 
actual  World  Bank  lending  levels.  An  examination  of  current  World  Bank  lending, 
the  level  of  such  lending,  and  the  countries  where  the  Bank  is  not  lending  shows 
a  clear  correlation  between  lending  and  borrowing  countries'  commitment  to  sound 
economic  management. 

It  is  now  widely  accepted  that  sound  economic  management  is  essential  both  for 
growth  and  for  successful  poverty  reduction.  The  World  Bank  places  very  heavy  em- 
phasis on  reversing  failed  economic  policies,  and  instituting  in  their  place  sound 
growth-oriented  policies.  Since  1980,  the  Bank  has  specifically  used  structural  and 
sectoral  policy-based  adjustment  loans  for  assisting  and  supporting  economy-wide 
and  sector  policy  reform.  At  one  point,  such  policy  reform  lending  accounted  for 
roughly  25  percent  of  total  Bank  lending,  and  the  share  of  such  lending  still  ac- 
counts for  up  to  30  percent  of  IDA  lending.  Structural  adjustment  loans  support 
market  based  policies,  financial  sector  reform,  open  trade  and  investment,  pubUc  en- 
terprise reform  and  privatization,  and  private  sector  development.  A  key  aspect  of 
structural  adjustment  is  getting  governments  out  of  activities  they  should  not  be  in- 
volved in,  while  strengthening  their  capacity  to  perform  more  effectively  activities 
they  should  be  doing. 

The  World  Bank  is  engaged  in  a  major  effort  to  promote  greater  involvement  of 
local  beneficiaries  in  project  design  and  implementation.  The  Bank  is  also  placing 
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increased  emphasis  on  good  governance  as  an  integral  part  of  its  development  agen- 
da, and  is  actively  promoting  transparency,  accountability,  the  rule  of  law,  and  pub- 
lic participation. 

Question.  In  a  recent  Special  Report  for  the  Appropriations  Committee,  the  Herit- 
age Foundation  criticized  the  World  Bank's  "corruption  of  conditionality."  The  Re- 
port states,  "The  World  Bank's  structural  adjustment  programs,  which  are  foreign 
aid  packages  designed  to  liberalize  the  economies  of  developing  countries,  have  not 
been  effective.  It  has  been  estimated  that  some  half  of  all  economic  reform  programs 
endorsed  by  the  IMF  and  the  World  Bank  break  down." 

Do  you  feel  that  the  structural  adjustment  and  the  conditionality  policies  of  the 
World  Bank  and  the  IMF  have  been  successful? 

Do  you  have  any  statistics  on  the  success  rate  of  the  World  Bank  and  the  IMF 
in  conditioning  future  loans  on  the  implementation  of  economic  reform  by  borrow- 
ers? 

Answer.  I  believe  that  the  market-oriented  economic  reform  programs  supported 
by  the  international  financial  institutions  have  had  a  significant  positive  impact 
both  on  developing  country  growth  and  in  liberalizing  the  global  economy. 

As  we  know  from  our  own  experience,  adjustment  and  reform  are  difficult  long- 
term  tasks.  The  prospects  for  successful  adjustment  depend  on  a  large  number  of 
factors,  including  borrower  commitments  to  reforms,  the  scope  of  the  policy  distor- 
tions which  have  to  be  reversed,  the  extent  of  external  indebtedness,  and  the  insti- 
tutional and  private  sector  entrepreneurial  capacity  of  the  country.  Results  of  ad- 
justment programs  have  been  mixed.  In  1992,  the  World  Bank's  Operations  Evalua- 
tion Department  reviewed  99  adjustment  operations  involving  42  countries.  While 
the  results  of  the  review  were  technically  complex,  in  part  due  to  the  economy-wide 
focus  of  the  reform  programs,  it  showed  65  percent  of  the  programs  highly  satisfac- 
tory or  satisfactory,  and  35  percent  of  the  programs  unsatisfactory  or  highly  unsatis- 
factory. Determinations  of  program  performance  are  based  on  strict  standards,  but 
unsatisfactory  ratings  do  not  preclude  ongoing  efforts  by  the  Bank  and  Fund  to  ad- 
vance reform  nor  do  they  suggest  the  borrower  will  or  has  defaulted  on  debt  servic- 
ing obligations  to  the  Bank.  Finally,  a  major  reason  for  the  program's  categorization 
as  "unsuccessful"  has  been  borrower's  failures  to  actually  implement  policy  reforms. 

Today  the  benefits  of  World  Bank/IMF  supported  reform  can  be  seen  in  all  geo- 
graphic regions — from  Africa,  to  Latin  America,  to  Eastern  Europe  and  to  Asia. 
Look  at  the  economic  liberalization  now  taking  place  in  India,  the  improving  per- 
formance of  those  African  countries  committed  to  reform,  and  the  progress  in  trans- 
forming the  economies  of  Eastern  Europe  and  the  Former  Soviet  Union.  In  Albania, 
for  example,  IDA  supported  reform  is  helping  revitalize  one  of  the  world's  most 
closed  economies;  in  a  relatively  short  period,  all  state  farms  have  been  liquidated 
creating  380,000  family  farms;  and  all  pubUc  housing  stock,  all  small  enterprises, 
and  1,300  of  a  estimated  2,000  small-  and  medium-sized  enterprises  have  been 
privatized. 

GLOBAL  ENVIRONMENT  FACILITY  (GEF) 

Question.  I  have  been  very  skeptical  of  the  Global  Environment  Facility.  Last 
year,  an  internal  report,  which  was  authored  by  the  World  Bank  and  the  United 
Nations  Development  and  Environment  Programs,  stated  that  the  GEF  lacks  a  co- 
ordinated strategy  to  carry  out  global  environmental  protection  programs,  and  pays 
insufiicient  attention  to  project  quality.  Among  other  findings: 

The  GEF's  operations  are  "dysfunctional",  and  its  accountability  ill-defined; 

The  competitive  and  acrimonious  relations  between  the  World  Bank  and  the  two 
other  implementing  agencies — the  United  Nations  Development  Program  and  Unit- 
ed Nations  Environment  Program — in  their  scramble  for  GEF  funds  have  become 
a  nasty  fight  over  "power,  control,  and  money." 

The  GEF's  claim  of  involving  local  citizens  and  nongovernmental  organizations  in 
its  operations  is  "lip-service"  and  "biased  exaggeration,  if  not  falsification." 

Despite  this  internal  criticism,  the  Treasury  Department  certified  on  May  20, 
1994  that  the  GEF  had  established  clear  procedures  for  public  availability  of  infor- 
mation on  all  GEF  projects,  and  developed  clear  procedures  for  consulting  local  peo- 
ples in  implementing  projects. 

The  Treasury  certification  allowed  the  Administration  to  release  $30  million  to 
the  GEF  and  allowed  this  committee  to  provide  an  additional  $90  million  in  FY  95, 
plus  the  FY  96  request  for  $110  million. 

Are  you  convinced  that  GEF  has  reformed  itself  and  that  its  own  internal  criti- 
cisms have  been  addressed? 

Answer.  The  Global  Environment  Facility  (GEF)  of  today  is  a  fundamentally  dif- 
ferent organization  from  the  Pilot  Phase  arrangements  of  which  you  have  expressed 
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skepticism.  The  U.S.  made  its  participation  in  the  GEF  contingent  upon  the  comple- 
tion of  necessary  reforms.  I  am  convinced  that  the  GEF  has  reformed  itself  and  that 
the  criticisms  identified  by  the  Independent  Evaluation  are  being  addressed. 

The  Global  Environment  Facility  was  created  in  1991  to  test  whether  the  key  de- 
velopment institutions,  the  World  Bank,  the  United  National  Development  Pro- 
gramme (UNDP),  and  the  United  Nations  Environment  Programme  (UNEP)  could 
integrate  global  environmental  concerns  into  their  regular  operations.  An  Independ- 
ent Evaluation  of  the  Pilot  Phase,  conducted  at  the  request  of  the  United  States, 
was  completed  in  December  1993. 

The  Independent  Report  largely  echoed  what  were  U.S.  criticisms  of  the  Pilot 
Phase.  In  fact,  the  U.S.  promised  to  participate  in  the  Global  Environment  Facility 
only  on  the  strict  condition  that  the  fundamental  reforms  identified  by  the  Inde- 
pendent Evaluation  be  carried  out.  Therefore,  with  the  independent  evaluation  as 
a  basis,  the  U.S.  joined  with  72  other  countries  to  fundamentally  improve  the  struc- 
ture, governance,  and  operation  of  the  GEF.  This  restructuring  process  was  com- 
pleted in  March  1994. 

Specific  to  the  findings  you  identified  in  your  question: 

A  system  of  accountability  for  project  quality  has  been  established,  where  organi- 
zations implementing  projects  report  to  an  independent  Secretariat.  The  Secretariat 
is  in  turn  accountable  to  a  governing  "Council"  composed  of  representative  govern- 
ments; the  U.S.  has  a  permanent  seat  on  the  Council,  and  voting  is  based  on  con- 
tributions. 

Although  competition  between  the  World  Bank,  UNDP,  and  UNEP  remains 
(which  we  regard  as  a  positive  force  for  project  quality),  the  unproductive  acrimony 
identified  in  the  Independent  Evaluation  has  been  remedied  by  the  creation  of  an 
independent  Secretariat  as  outlined  above.  The  Secretariat  is  charged  with  selecting 
projects  for  approval,  and  chairs  strategy  and  budget  discussions.  The  Council  has 
final  approval  over  GEF  operations. 

Public  consultation  and  accountability  are  provided  for  in  the  restructured  GEF's 
funding  agreement,  which  states  that  GEF  projects  ".  .  .  shall  provide  for  full  dis- 
closure of  all  non-confidential  information,  and  consultation  with,  and  participation 
as  appropriate  of,  major  groups  and  local  communities  throughout  the  project  cycle." 
The  World  Bank,  UNDP,  and  UNEP  have  made  great  strides  to  develop  their  re- 
spective information  and  consultation  policies.  The  governing  Council  has  made  pro- 
vision for  non-governmental  organizations  to  be  accredited  with  observer  status.  The 
GEF  has  also  taken  steps  to  provide  for  in-country  screening  of  project  ideas  from 
non-governmental  sources,  and  the  GEF  has  a  mechanism  for  non-governmental  or- 
ganizations to  implement  GEF  projects. 

The  U.S.  now  plays  a  leading  role,  appropriate  to  our  financial  leadership,  on  the 
GEF  Council.  The  Administration  is  requesting  funding  for  the  second  tranche  of 
a  four-part  pledge  to  the  restructured  GEF.  I  am  convinced  that  the  continued  suc- 
cess of  the  restructured  GEF  is  dependent  on  continued  U.S.  leadership.  I  am  equal- 
ly convinced  that  the  GEF  has  reformed  itself  to  respond  to  its  earlier  critics,  and 
that  the  GEF  is  an  organization  truly  deserving  of  strong  U.S.  support. 


Questions  for  the  Record  Submitted  by  Congressman  Porter 

GLOBAL  E>fVIRONMENTAL  FACILITY 

Question.  I  believe  the  Global  Environmental  Facility  of  one  of  the  more  progres- 
sive and  positive  programs  the  Bank  has  undertaken  in  its  efforts  to  correct  its  er- 
rors of  the  past  and  transform  itself  into  what  many  of  us  believe  it  should  be  in 
the  area  of  sustainable  development.  I  have  noticed  in  the  GEF  a  flexibility  and 
willingness  to  be  self-critical  that  we  do  not  always  see  in  other  operations  of  the 
Bank.  I  think  the  greatest  criticisms  of  the  GEF  when  it  first  began  to  be  imple- 
mented were  that  it  lacked  a  coordinated  strategy  and  was  insufficiently  interested 
in  project  quality. 

Could  you  outline  for  me  any  major  improvements  you  have  seen  in  the  GEF  since 
its  creation? 

Answer.  The  Administration  shares  your  assessment  that  the  World  Bank's  par- 
ticipation in  the  Global  Environment  Facility  (GEF)  is  an  extremely  progressive  and 
positive  sign  that  the  Bank  has  responded  to  U.S.  pressure  to  transform  itself  into 
an  institution  capable  of  promoting  sustainable  development.  Strong  U.S.  leadership 
was  essential  for  this  transformation  to  have  occurred,  and  strong  U.S.  leadership 
is  essential  to  ensure  the  GEF  fulfills  its  promise. 
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■^  There  have  been  major  improvements  on  every  front  since  the  creation  of  the  first 
"pilot  phase"  of  the  GEF  in  1991.  The  U.S.  joined  with  other  countries  to  request 
an  independent  evaluation  of  the  pilot  phase,  which  was  completed  in  December 
1993. 

With  the  independent  evaluation  as  a  basis,  the  U.S.  joined  with  72  other  coun- 
tries to  fundamentally  improve  the  structxxre,  governance,  and  operation  of  the  GEF. 
This  restructuring  process  was  completed  in  March,  1994.  Our  leadership  during 
these  negotiations  resulted  in  a  real  victory  for  the  U.S. — we  achieved  all  of  our  key 
negotiating  aims. 

Specifically,  we  established  a  system  of  accountability  for  project  quality,  where 
organizations  implementing  projects  report  to  an  independent  Secretariat.  The  Sec- 
retariat is  in  turn  accountable  to  a  governing  "Council"  composed  of  representative 
governments;  the  U.S.  has  a  permanent  seat  on  the  Council.  Voting  is  based  on  con- 
tributions, so  that  the  U.S.,  assuming  continued  financial  leadership,  can  join  with 
a  few  other  donors  to  block  action.  In  addition,  we  scored  a  significant  victory  by 
enshrining  Congress'  long  held  policy  goals  of  full  disclosure  of  information  and  con- 
sultation of  local  peoples,  in  the  Constitution  of  the  GEF.  The  Council  of  the  restruc- 
tured GEF  has  now  met  three  times;  to  be  cost  efficient  we  located  the  GEF  Sec- 
retariat and  all  future  Council  meetings  in  Washington,  D.C.  U.S.  leadership  contin- 
ues to  pay  enormous  dividends.  The  Council  has  agreed  on  an  interim  strategy  for 
programming  resources  in  1995,  and  will  review  its  long-term  strategy  in  July  of 
this  year.  We  have  agreed  upon  a  streamlined  project  cycle  aimed  at  ensuring  maxi- 
mum quality  and  accountability,  and  created  an  independent  scientific  and  technical 
review  panel  to  monitor  portfolio  quality.  At  its  next  meeting,  the  Council  will  dis- 
cuss a  monitoring  and  evaluation  system  to  guarantee  high  project  quality  at  all 
stages  of  implementation,  and  ensure  that  lessons  are  learned  applied  by  the  GEF 
and  other  development  institutions. 

MULTILATERAL  INVESTMENT  FUND 

Question.  President  Bush  advanced  what  I  believe  were  very  important  foreign 
policy  goals  for  our  hemisphere  through  the  Enterprise  for  the  Americas  Initiative. 
This  program  emphasized  trade  and  investment  rather  than  direct  foreign  aid.  I  un- 
derstand that  one  part  of  the  EAI,  the  Multilateral  Investment  Fund,  is  enjoying 
success  in  promoting  the  privatization  process  in  Latin  American  countries.  Can  you 
give  me  an  update  on  the  MIF  and  some  examples  of  how  it  is  helping  promote  U.S. 
policy  goals  in  a  cost  effective  way? 

Answer.  The  Multilateral  Investment  Fund  was  designed  to  assist  Latin  American 
and  Caribbean  countries  to  make  the  investment  reforms  necessary  to  stimulate 
both  domestic  investment  and  foreign  private  capital  flows.  The  MIF  has  three  oper- 
ating facilities,  each  of  which  helps  support  oiu*  poUcy  objective  of  strengthening  the 
region's  investment  climate. 

A  technical  assistance  facility  helps  to  identify  and  implement  policy  changes 
needed  to  transform  investment  climates  in  recipient  economies.  MIF  projects  have 
been  prepared  to  support  private  sector  investment  in  energy  and  telecommuni- 
cations sectors  through  the  preparation  of  legislation  and  strengthening  of  regu- 
latory agencies  in  several  countries,  including  Bolivia,  Colombia,  Costa  Rica  and  El 
Salvador. 

A  human  resources  facility  is  available  to  help  develop  human  capital  and  im- 
prove labor  productivity.  This  window  of  the  MIF  helped  to  finance  a  collaborative 
effort  in  Jameiica  between  organized  labor  and  employers  which  aims  to  improve  pri- 
vate sector  capacity  in  improving  labor  market  mechanisms,  training  and  retraining 
as  well  as  expand  the  role  of  the  private  sector  in  promoting  hiunan  resource  devel- 
opment on  a  national  level. 

An  enterprise  development  facility  provides  market-based  financing  and  technical 
support  for  small  and  micro-enterprises.  The  MIF  has  invested  in  self-sustainable 
small  business  extension  centers  in  El  Salvador  to  spur  creation  of  a  specialized 
business  services  sector  for  small  enterprises.  And  the  MIF  has  provided  equity  for 
a  regional  fund  for  identifjring  and  investing  in  Latin  American  financial  institu- 
tions and  NGOs  specializing  in  providing  financial  services  to  the  microenterprise 
and  small  business  markets. 
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PRESIDENT  OF  THE  WORLD  BANK 

Question.  There  is  beginning  to  be  a  great  deal  of  speculation  on  who  will  replace 
Mr.  Preston  as  President  of  the  World  Bank  when  his  present  term  expires.  It 
seems  to  me  that  choosing  the  appropriate  person  could  be  a  great  first  step  in  pre- 
paring the  bank  for  the  challenges  it  will  face  in  the  21st  century,  and  frankly  could 
make  your  job  easier  when  you  come  to  testify  before  us.  Could  you  outline  the 
qualities  you  think  the  Bank  should  look  for  in  its  new  President  and  the  type  of 
agenda  you  would  hope  the  new  President  would  promote  during  his  or  her  time 
with  the  Bank. 

Answer.  We  full  agree  on  the  importance  of  the  position  of  World  Bank  President. 
Given  the  increasing  role  of  developing  countries  in  the  world  economic  system,  and 
the  challenge  of  post-Cold  War  reconstruction,  the  stake  of  the  international  commu- 
nity in  the  World  Bank  has  never  been  greater. 

As  you  now  know,  we  have  recommended  James  D.  Wolfensohn  for  the  position 
of  World  Bank  President.  Mr.  Wolfensohn  is  President  and  Chief  Executive  Officer 
of  James  D.  Wolfensohn  Incorporated  and  has  extensive  professional  experience  in 
investment  banking  and  corporate  finance,  both  domestic  and  international.  Mr. 
Wolfensohn  commands  widespread  international  respect  and  he  brings  to  this  im- 
portant position  a  wealth  of  leadership  and  management  skills,  as  well  as  a  strong 
commitment  to  economic  growth  and  poverty  reduction  in  the  developing  world.  He 
has  been  long  involved  and  active  in  activities  to  protect  the  environment  and  ad- 
dress population  issues.  I  expect  Mr.  Wolfensohn  will  articulate  a  clear  vision  of  the 
Bank's  role  in  the  developing  world  and  that  he  will  be  a  strong  supporter  of  the 
reform  agenda  initiated  in  the  Bank  under  Lewis  Preston's  leadership. 

DEBT  FOR  NATURE  SWAPS 

Question.  I  am  very  pleased  to  see  that  the  Administration  has  requested  $15  mil- 
lion to  promote  so-called  "debt  for  nature  swaps"  with  Latin  American  countries.  I 
worked  very  closely  with  Treasury  and  the  Administration  in  the  mid-eighties  to 
promote  exactly  such  programs  and  I  believe  they  are  cost  effective,  wdn-win  situa- 
tions that  will  help  protect  environmentally  sensitive  areas  and  promote  sustainable 
use  of  resources. 

Can  you  give  me  a  sense  of  what  type  of  work  in  this  area  can  be  accomplished 
with  the  $15  million  you  have  requested?  What  areas  will  be  targeted  and  have  any 
nations  or  private  groups  expressed  interest  in  participating? 

Answer.  We  would  expect  a  buyback  program  to  link  debt  reduction  to  the  genera- 
tion of  local  funds  for  the  environment  and  child  development.  Previous  U.S.  debt 
reduction  agreements  in  Latin  America  and  the  Caribbean  are  expected  to  generate 
$154  million  in  local  resources  for  these  kinds  of  projects. 
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There  is  very  strong  interest  in  such  funds  in  Latin  America,  and  a  record  of 
broad  participation  by  a  wide  variety  of  local  non-governmental  organizations  in 
proposing  specific  projects. 

In  Bolivia,  for  example,  U.S.-generated  local  funds  have  improved  public  knowl- 
edge of  conservation,  have  funded  sanitary  education  materials,  and  have  supported 
regenerative  approaches  to  farming,  forestry,  fishing,  and  watershed  management. 
The  size  of  grants  requested  has  ranged  from  $10,000  to  $1  million. 

U.S.-generated  funds  have  also  helped  to  leverage  an  additional  $60  million  in 
funding  for  the  environment  and  sustainable  development  in  Bolivia  alone. 

The  swap  mechanism,  which  would  involve  the  sale  of  U.S.  debt  at  market  prices 
to  third  parties,  could  generate  even  larger  resources  than  buybacks,  and  could  be 
used  for  a  range  of  environmental  and  sustainable  development  programs. 

We  expect  the  proposed  $15  million  program  to  leverage  much  larger  amounts  of 
debt  reduction  and  environmental/child  development  funds,  depending  upon  market 
values  at  the  time  of  the  transaction.  For  example,  $1  of  budget  cost  might  leverage 
as  high  as  $18  of  debt  reduction,  and  up  to  $3  or  more  in  local  environmental  and 
child  development  funds. 


Questions  for  the  Record  Submitted  by  Congressman 

Lightfoot 

UKRAINE 

Question.  What  is  Treasiuys  assessment  of  the  climate  for  progressive  economic 
change  in  Ukraine?  Does  Treasury  feel  that  much,  if  any  progress  has  been  made 
in  the  past  year? 

Answer.  Ukraine  has  made  significant  reform  progress  over  the  last  six  months. 
Beginning  with  the  election  of  President  Kuchma  in  July  1994,  Ukraine  has  set  out 
on  a  new  economic  course.  Ukraine  received  an  IMF  Systemic  Transformation  Facil- 
ity (STF)  loan  ($370  million)  in  October  1994,  in  support  of  a  reform  program  that 
liberalized  prices  and  trade  and  significantly  tightened  budget  and  monetary  policy. 
Ukraine  achieved  all  of  its  fourth  quarter  IMF  targets  and  inflation  has  begun  to 
come  down  and  the  exchange  rate  stabilize. 

In  early  March  of  this  year,  Ukraine  built  on  this  reform  progress  with  an  IMF 
standby  arrangement  and  second  drawing  under  its  STF  ($1.85  billion).  The  standby 
will  deepen  and  expand  Ukraine's  reform  effort,  liberalizing  virtually  all  remaining 
prices,  removing  all  remaining  export  restrictions  (except  those  mandated  by  VREs), 
cutting  the  budget  deficit  by  more  than  half  and  continuing  the  tight  credit  policy. 
The  IMF  expects  monthly  inflation  to  fall  to  the  single  digits  by  the  end  of  June 
and  1%  by  the  end  of  the  year.  Ukraine  will  also  significantly  expand  privatization 
this  year,  selling  off  90%  of  all  small  firms  and  a  significant  portion  (roughly  8,000) 
of  large  and  medium  firms,  by  the  end  of  the  year.  These  plans  are  quite  ambitious 
and  implementation  will  not  always  be  consistent.  However,  Ukraine  has  built  an 
important  foundation  in  its  performance  over  the  last  several  months  and  it  seems 
to  have  the  necessary  political  leadership  to  stay  the  covu-se. 

IOWA 

Question.  Please  provide  for  the  record  a  list  of  all  contracts  funded  in  FY  94  and 
FY  95  to  date  by  the  development  banks  to  Iowa  firms. 

Answer.  The  most  recent  information  we  have  on  this  subject  was  included  in  the 
report  on  business  opportunities  available  to  U.S.  firms  through  the  multilateral  de- 
velopment banks  which  was  released  on  May  19,  1994.  The  report  indicated  that 
$16.8  million  in  funding  for  development  bank  work  had  gone  to  firms  in  Iowa  over 
the  previous  18  to  24  months. 

This  is  partial  information  that  does  not  take  into  account  subcontractors  and 
other  suppliers  in  Iowa  that  may  have  benefitted  substantially  from  major  MDB 
contracts  that  have  gone  to  other  Midwestern  firms  such  as  Caterpillar  and  Deere 
and  Co.  These  two  firms  and  others  that  have  received  MDB  contracts  have  oper- 
ations in  Iowa  that  benefit  from  the  MDB-financed  work  in  developing  countries. 
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The  firms  that  benefitted  from  that  work  included:  Universal  Engineering  Cor- 
poration, Little  Giant  Crane  and  Shovel,  Pioneer  International,  Stanley  Consult- 
ants, Iowa  Mold  Tooling  and  a  number  of  other  companies  that  could  not  be  deter- 
mined on  the  basis  of  data  provided  to  us  by  the  banks.  We  are  now  working  on 
a  follow-up  report  which  should  be  ready  for  release  later  this  year.  As  a  member 
of  the  Midwestern  University  Consortium,  the  University  of  Iowa  has  also  stood  to 
benefit  from  the  award  of  MDB  contracts  totalling  $34  million  that  went  to  that  or- 
ganization for  consulting  work  in  developing  countries. 

NEW  INDEPENDENT  STATES 

Question.  Much  of  the  aid  administered  by  the  multilateral  development  banks 
(MDBs)  it  tied  to  the  prospective  states'  ability  to  enact  steady  reform.  How  much 
more  or  less  successful  have  Russia  and  the  other  newly  independent  states  (NIS) 
been  in  the  last  year  in  maintaining  and/or  accelerating  their  paces  of  reform  to 
make  them  more  eligible  recipients  of  pending  MDB  and  U.S.  assistance? 

Answer.  Progress  in  economic  reform  in  the  NIS  since  the  Soviet  Union  broke  up 
has  been  uneven,  but  there  has  been  clear  progress  in  at  least  nine  of  the  twelve 
NIS  states.  Four  of  them  (the  Kyrgyz  Republic,  Kazakhstan,  Moldova,  and  Russia) 
undertook  meaningful  reforms  before  the  others,  and  all  four  received  IMF  support 
in  1993.  All  four  of  these  countries  continued  their  reforms  in  1994  and  1995  with 
support  from  the  IMF  and  World  Bank.  For  example,  Russia  received  a  $1.5  billion 
loan  from  the  IMF  in  1994  to  support  its  economic  reform  program.  Although  Rus- 
sia's implementation  of  the  program  fell  short  in  some  important  respects,  it  also 
made  significant  progress,  reducing  inflation  from  900%  in  1993  to  300%  in  1994, 
and  privatizing  over  half  the  economy.  Russia  and  the  IMF  recently  concluded  a 
new  agreement  for  a  full-fledged  IMF  program  for  1995,  which  calls  for  reducing  the 
fiscal  deficit  from  over  ten  percent  of  GDP  last  year  to  under  six  percent  this  year, 
and  for  cutting  inflation  to  one  percent  per  month  by  the  second  half  of  the  year. 

In  addition  to  this  "first  wave"  of  reformers,  we  vidtnessed  a  "second  wave"  in  late 
1994  as  Ukraine,  Armenia,  Georgia,  Belarus,  and  possibly  Uzbekistan  all  undertook 
important  market  reforms.  The  IMF  and  World  Bank  were  instrumental  both  in 
providing  an  incentive  for  reform  in  these  countries  and  in  providing  financial  sup- 
port for  reform  programs.  Ukraine  provides  a  dramatic  example  of  the  second  wave 
of  reformers.  Until  the  second  half  of  last  year,  Ukraine  has  resisted  reforms,  in- 
stead trying  to  maintain  its  old  economic  structures  through  massive  subsidies  and 
maintenance  of  state  control.  The  results  were  disastrous,  both  in  terms  of  plum- 
meting output  and  of  inflation,  which  at  4,735  percent  was  the  highest  in  the  FSU 
in  1993.  In  the  second  half  of  this  year,  newly-elected  President  Kuchma  responded 
to  G-7  and  IMFAVorld  Bank  offers  to  large-scale  support  for  reform,  and  undertook 
a  bold  reform  program.  The  Ukrainian  Government  and  the  IMF  recently  concluded 
a  second  IMF  program  which  will  support  a  dramatic  decrease  in  the  fiscal  deficit, 
sharply  lower  inflation,  price  decontrols,  elimination  of  subsidies,  and  an  ambitious 
privatization  program. 

Question.  It  is  certain  the  MDBs  provide  needed  to  capital  to  entrepreneurs  in  the 
NIS.  Privatization  itself,  however  is  strictly  in  the  hands  of  the  governments  and 
the  legal  structures  they  attempt  to  build  to  support  it.  In  what  way,  then,  are  we 
privatizing  state-owned  corporations  through  the  MDBs  as  you  state  in  your  testi- 
mony? 

Answer.  The  MDBs  are  supporting  privatization  in  a  number  of  ways.  One  way 
is  technical  assistance  to  prepare  and  execute  the  privatization  process.  In  this  re- 
gard, support  from  the  World  Bank  (and  also  from  the  Agency  for  International  De- 
velopment) played  a  big  role  in  assisting  the  Russian  State  Property  Committee  exe- 
cute its  outstandingly  successful  voucher  privatization  program,  which  transferred 
majority  ownership  in  over  seventy  percent  of  large  enterprises  to  the  private  sector. 
Another  example  is  the  work  the  International  Finance  Corporation  (part  of  the 
World  Bank  group)  in  agriculture  privatization  in  the  Nizhny  Novgorod  province, 
which  has  a  created  a  model  for  agriculture  privatization  elsewhere  in  Russia.  Yet 
another  example  is  a  World  Bank's  loan  to  Russia  to  support  the  development  of 
land  survey  and  registration  procedures,  which  are  prerequisites  for  widespread 
land  privatization. 

A  second  way  the  World  Bank  has  supported  privatization  is  by  requiring  that 
governments  adopt  policies  that  advance  privatization  as  a  precondition  for  World 
Bank  loans.  An  example  here  is  Moldova's  recent  Structural  Adjustment  Loan, 
which  has  several  conditions,  including  further  measures  to  advance  the  process  of 
privatization. 
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A  third  way  the  World  Bank  is  helping  privatization  is  by  providing  support  to 
help  privatized  firms  restructure  so  that  they  can  survive  as  viable  private  entities. 
One  example  is  a  World  Bank  project  that  helps  enterprises  spin  off  costly  kinder- 
gartens to  local  governments,  thereby  reducing  the  overhead  of  those  firms  and  im- 
proving their  prospects  for  success  as  market-oriented  firms.  Another  example  is  re- 
gional venture  funds  in  Russia  and  elsewhere  in  the  NIS,  which  focus  on  providing 
loans,  equity,  and  technical  assistance  to  newly  privatized  firms  to  help  them  reori- 
ent themselves  from  state-controlled  to  profitable  market-based  entities. 

IDA 

Question.  What  clearly  distinguishes  the  International  Development  Association 
from  the  missions  of  OPIC,  Ex-Im  Bank  and  TDA?  What  are  the  distinguishing 
characteristics  that  justify  and  necessitate  our  continued  support  of  IDA? 

Answer.  IDA  was  established  as  a  U.S.  initiative  under  tiie  Eisenhower  Adminis- 
tration with  the  specific  mandate  of  accelerating  economic  development  in  the 
world's  poorest  and  least  creditworthy  countries.  OPIC,  Eximbank,  and  TDA,  by 
contrast,  operate  in  many  of  the  same  countries  as  IDA,  but  there  respective  mis- 
sions are  to  promote  U.S.  exports  and  investments  in  these  countries.  To  some  ex- 
tent, IDA  should  be  seen  as  complementary  and  even  essential  to  the  success  of  the 
U.S.  agencies'  operations  in  the  poorest  countries.  The  viability  of  many  of  the 
projects  which  these  U.S.  agencies  finance  in  the  poorest  countries  were  facilitated 
by  IDA'S  success  in  promoting  economic  liberalization  and  reform  and  by  IDA-fi- 
nanced  development  of  basic  infrastructure.  The  twenty  countries  which  graduated 
from  IDA  have  Eximbank  exposure  of  $9.4  billion  and  OPIC  exposure  of  $1  billion; 
current  IDA  borrowers  account  for  $7.4  billion  in  Eximbank  exposure  and  $.7  billion 
in  OPIC  exposure. 

As  an  international  institution,  IDA  has  a  comparative  advantage  because  it  can 
leverage  financial  contributions  from  other  donors — and  also  recycle  repayments  on 
past  credits  into  new  credits.  IDA  is  able  to  lend  six  dollars  for  every  dollar  the  U.S. 
now  contributes. 

IDA-supported  growth  and  policy  reform  is  important  for  establishing  the  eco- 
nomic environment  which  enables  OPIC,  the  Eximbank,  and  TDA  to  develop  and 
maintain  operations  in  the  poorest  countries.  IDA's  reform  agenda  includes  market- 
based  policies,  financial  sector  reform,  open  trade  and  investment,  public  enterprise 
reform  and  privatization,  and  private  sector  development. 

IDA  also  finances  infrastructure  investments  in  the  developing  countries.  In  some 
cases,  these  investments  are  co-financed  with  Eximbank  and  other  US  export  pro- 
motion agencies.  These  investments  are  intended  to  provide  the  basis  for  the  bor- 
rowing countries'  progress  to  higher  and  more  advanced  levels  of  economic  activity — 
which  will  involve  export  and  investment  opportunities  for  U.S.  firms. 


Questions  for  the  Record  Submitted  by  Congressman  Bunn 

INTEREST  RATE  LEVELS 

Question.  What  assumptions  is  the  Treasury  making  on  interest  rate  levels 
through  the  year?  What  effect  have  these  assumptions  had  on  the  Treasury  budget? 

Answer,  the  Administration  economic  forecast  shows  the  3-month  Treasury  bill 
rate  averaging  5.9  percent  during  the  current  calendar  year,  up  from  4.9  percent 
in  1994  and  3.0  percent  in  1993  (discount  basis).  The  yield  on  10-year  Treasury 
notes  is  expected  to  average  7.9  percent  this  year,  versus  7.1  percent  in  1994  and 
5.9  percent  in  1993. 

Higher  interest  rates,  along  with  an  increase  of  about  6  percent  in  the  average 
publicly  held  debt  outstanding,  are  projected  to  resvilt  in  an  increase  in  net  interest 
outlays  to  $234  billion  in  the  current  fiscal  year  from  $203  billion  in  FY- 1994. 

The  interest  rate  path  in  the  early  months  of  calendar  year  1995  has  been  more 
favorable  than  expected.  The  yield  on  10-year  Treasury  notes,  projected  to  average 
7.9  percent  for  the  year,  averaged  7.8  percent  in  January,  7.5  percent  in  February, 
and  had  fallen  to  7.1  percent  by  mid-March.  The  three-month  bill  has  averaged 
about  5.8  percent.  If  interest  rates,  on  average,  were  to  continue  to  run  below  projec- 
tion and  there  were  no  offsetting  changes  from  other  sources,  interest  expense 
would  be  lower  and  the  budget  deficit  would  be  smaller  than  initially  projected. 

VALUE  OF  THE  DOLLAR 

Question.  The  value  of  the  dollar  has  dropped  significantly  against  the  major  cur- 
rencies of  the  world  in  recent  years.  Many  analysts  believe  the  Treasury  Depart- 
ment has  actively  supported  this  drop  through  "benign  neglect".  My  question  to  you 
is,  when  and  under  what  circumstances  do  you  expect  a  significant  dollar  recovery? 
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What  will  be  the  time  and  extent  of  that  recovery?  What  impact  will  it  have  on  U.S. 
inflation,  economic  growth  and  the  trade  deficit? 

Answer.  Exchange  rate  movements  are  governed  by  changes  in  different  countries' 
relative  economic  performance  and  prospects.  The  current  outlook  is  that  the  United 
States  is  farther  along  in  the  current  economic  expansion  cycle  than  other  major  in- 
dustrialized countries  and  will  grow  more  slowly  than  they  will.  The  expectation  is 
that,  as  a  consequence,  yields  on  foreign  assets  will  become  more  attractive  relative 
to  yields  on  U.S.  assets.  A  recovery  of  the  dollar  is  likely  when  the  current  cyclical 
positions  of  the  United  States'  and  other  major  countries'  economies  have  reversed, 
but  the  timing  and  extent  are  difficult  to  predict.  An  appreciation  of  the  dollar 
should  lower  U.S.  inflation  risks  and  improve  the  United  States'  terms  of  trade  by 
lowering  the  costs  of  needed  imports. 

Question.  What  is  your  impression  of  the  recent  move  by  numerous  U.S.  oil  com- 
panies to  slash  their  capital  spending  on  Russian  oil  projects  for  1995?  Is  this  move 
a  result  of  the  failure  of  IMF  pressure  to  reduce  Russia's  control  over  pipeline  access 
for  exports  of  oil?  What  are  the  implications  for  future  U.S.  corporate  investment 
in  the  Russian  economy? 

Answer.  Russia  offers  a  wealth  of  potentially  profitable  oil  production  projects  for 
U.S.  oil  companies.  At  the  same  time,  an  uncertain  legal  environment,  including 
delays  in  passage  of  production-sharing  legislation,  has  posed  obstacles  and  uncer- 
tainties that  have  caused  U.S.  investors  to  scale  back  on  their  plans.  Uncertain  ac- 
cess to  export  pipelines  is  another  obstacle  to  U.S.  investment,  because  domestic  oil 
prices  in  Russia  are  still  far  below  world  prices,  and  U.S.  producers  must  export  to 
hard  currency  markets  in  order  to  be  profitable.  At  present,  U.S.  joint  ventures 
enjoy  both  exemptions  from  export  taxes  and  favorable  access  to  export  pipelines. 
However,  continued  uncertainty  about  whether  these  privileges  will  be  maintained 
remains  a  deterrent  to  U.S.  investment. 

The  IMF  and  the  World  Bank  have  both  sought  policy  changes  in  Russia  aimed 
at  equalizing  the  domestic  Russian  and  the  international  price  of  oil,  which  offers 
the  best  long-term  solution  to  the  export  access  problems  of  U.S.  producers.  Both 
the  IMF  and  the  Bank  have  asked  the  Russian  government  to  eliminate  restrictions 
on  oil  exports  and  improve  access  to  export  pipelines.  The  World  Bank  has  also 
sought  Russian  guarantees  that  U.S.  and  other  foreign  joint  ventures  will  retain 
their  export  privileges.  The  Fund  and  Bank  have  met  with  some  successes,  most  re- 
cently in  the  Russian  Government's  agreement  to  liberalize  oil  exports  and  provide 
export  privileges  to  joint  ventures.  However,  further  developments  in  oil  sector  legis- 
lation will  be  needed  to  revive  large  scale  investment  plans  by  U.S.  producers. 

USE  OF  TERM  "ARREARS"  QUESTIONABLE 

Question.  Mr.  Secretary,  at  the  beginning  and  end  of  your  prepared  statement, 
you  use  the  term  "arrears"  to  describe  amounts  previously  requested  and  denied  by 
this  subcommittee. 

The  most  recent  MDB  authorization,  in  the  last  year's  appropriations  bill,  specifi- 
cally states:  "each  such  subscription  or  contribution  shall  be  effective  only  to  such 
extent  or  in  such  amounts  as  are  provided  in  advance  in  appropriations  acts." 

Now,  that  is  pretty  clear.  If  the  underl3ring  multi-year  commitment  is  made  with 
the  understanding  that  it  lapses  whenever  appropriations  aren't  made,  then  there 
is  no  debt,  and  therefore  no  arrearage. 

Mr.  Secretary,  do  you  continue  to  insist  that  "we  are  still  about  $800  million  be- 
hind in  meeting  our  obligations  to  the  banks?" 

Answer.  As  you  point  out,  the  Administration  does  enter  into  multi-year  inter- 
national agreements  for  the  replenishment  of  resources  in  a  development  bank  or 
for  an  increase  in  capital.  Prior  to  entering  into  any  such  an  agreement,  the  Admin- 
istration consults  extensively  with  the  Congress  on  both  the  policy  content  and  the 
amount  of  the  U.S.  pledge.  It  is  not  the  case  that  these  multi-year  agreements  are 
made  with  the  understanding  that  they  lapse  when  appropriations  are  not  made. 

The  multilateral  development  banks  depend  on  multi-year  agreements  to  manage 
their  lending  portfolios  and  capital  market  borrowings  most  effectively  and  pru- 
dently. However,  for  more  than  two  decades,  in  response  to  Congress'  wishes  and 
with  its  assent,  the  multi-year  agreements  governing  capital  increases  and  replen- 
ishments, have  permitted  the  U.S.  to  make  its  commitments  "subject  to  obtaining 
appropriations".  Under  these  agreements,  a  failure  to  honor  our  commitments  has 
severe  consequences.  Most  importantly,  we  become  a  major  obstacle  in  the  multi- 
year  process  and  undercut  our  ability  to  "leverage"  contributions  from  others.  In  a 
capital  increase,  we  may  lose  voting  power,  and  consequently  influence  in  the 
MDBs.  In  the  concessional  fund  replenishments,  others  may  withhold  pajang  their 


134 

commitments,  or  may  prevent  an  MDB  from  obligating  funds  against  money  already 
paid.  Our  failure  to  pay,  thus,  can  severely  damage  future  MDB  lending. 

Other  Governments  are  fully  aware  that  our  participation  in  these  agreements 
are  subject  to  Congressional  authorization  and  appropriation.  However,  they  expect 
us  to  enter  into  these  agreements  with  the  intention  of  acting  in  good  faith  to  honor 
them.  Therefore,  the  Administration  submits  each  agreement  to  Congress  with  a  re- 
quest for  multi-year  authorization  and  for  annual  appropriations.  If  we  do  not  re- 
ceive the  full  amount  of  appropriation  for  an  agreement  in  one  fiscal  year  we  submit 
a  request  in  the  next  fiscal  year  for  the  amount  not  appropriated.  Although,  with 
the  arrears  as  high  as  they  now  are,  we  have  spread  out  that  request. 

I  can  not  stress  enough  that  a  U.S.  pledge  in  a  multi-year  international  agree- 
ment is  made  in  good  faith  with  other  Governments.  Others  enter  into  these  inter- 
national agreements  (in  which  we  have  great  influence  on  policy  content)  with  the 
expectation  that  the  Administration  will  do  all  it  can  to  honor  the  pledge  made  in 
the  multilateral  process.  We,  thus,  must  be  prepared  to  meet  our  commitments  to 
the  MDBS.  We  are  now  about  $800  million  behind  in  meeting  those  commitments, 
and  must  promptly  make  good  on  our  commitments. 

Question.  What  assumptions  is  the  Treasury  making  on  interest  rate  levels 
through  the  year?  What  effect  have  these  assumptions  had  on  the  Treasury  budget? 

Answer.  The  Administration  economic  forecast  shows  the  3-month  Treasury  bill 
rate  averaging  5.9  percent  during  the  current  calendar  year,  up  from  4.9  percent 
in  1994  and  3.0  percent  in  1993  (discount  basis).  The  yield  on  10-year  Treasury 
notes  is  expected  to  average  7.9  percent  this  year,  versus  7.1  percent  in  1994  and 
5.9  percent  in  1993. 

Higher  interest  rates,  along  with  an  increase  of  about  6  percent  in  the  average 
publicly  held  debt  outstanding,  are  projected  to  result  in  an  increase  in  net  interest 
outlays  to  $234  billion  in  the  current  fiscal  year  from  $203  billion  in  FY- 1994. 

The  interest  rate  path  in  the  early  months  of  calendar  year  1995  has  been  more 
favorable  than  expected.  The  yield  on  10-year  Treasury  notes,  projected  to  average 
7.9  percent  for  the  year,  averaged  7.8  percent  in  January,  7.5  percent  in  February, 
and  had  fallen  to  7.1  percent  by  mid-March.  The  three-month  bill  has  averaged 
about  5.8  percent.  If  interest  rates,  on  average,  were  to  continue  to  run  below  projec- 
tion and  there  were  no  offsetting  changes  from  other  sources,  interest  expense 
would  be  lower  and  the  budget  deficit  would  be  smaller  than  initially  projected. 


Questions  for  the  Record  Submitted  by  Congressman  Torres 

DEBT  BUYBACKS  FOR  LATIN  AMERICA 

Question.  In  the  FY  1996  budget,  the  Administration  has  proposed  making  $15 
million  available  for  Latin  American  and  Caribbean  countries  to  cover  the  budget 
costs  of  debt  buybacks.  The  proposal  is  expected  to  link  the  debt  buybacks  to  local 
currency  payments  to  support  environmental  projects  or  other  U.S.  policy  objectives. 

For  heavily  indebted  countries  (like  Jamaica)  this  program  will  greatly  alleviate 
its  crippling  debt  burden  with  the  United  States  and  bilateral  and  multilateral 
sources.  Currently,  Jamaica's  debt  servicing — a  substantial  portion  of  which  is  paid 
to  the  United  States  and  other  bilateral  creditors — consumes  roughly  35  percent  of 
the  Jamaican  Government's  budget. 

(1)  The  proposal  suggests  that  the  program  will  be  linked  to  "other  U.S.  policy 
objectives."  Can  you  identify  that  some  of  those  other  policy  objectives  might  be? 
What  other  criteria  might  be  involved  in  allocating  this  debt  relief? 

(2)  Will  countries,  such  as  Jamaica,  who  have  successfully  undertaken  debt  relief, 
but  who  still  maintain  high  U.S.  debt  burdens,  be  given  priority  in  gaining  access 
to  these  funds? 

Answer.  The  proposed  debt  buyback  and  debt  swap  program  would  help  to  sup- 
port three  important  policy  objectives: 

It  would  support  economic  and  democratic  reform; 

It  would  help  ease  financial  burdens  and  reduce  the  debt  of  lower  income  coun- 
tries in  the  region;  and 

It  would  provide  a  mechanism  for  channeling  resources  to  the  environment  and 
child  development. 

In  qualif5dng  for  action  under  this  program,  countries  would  need  to  meet  the  cri- 
teria outlined  in  existing  legislation  authorizing  debt  reduction  in  Latin  America 
and  the  Caribbean. 
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These  include  requirements  for  an  IMF  program  (or  its  equivalent),  a  World  Bank 
program  (where  appropriate),  significant  investment  reform,  and  normalized  rela- 
tions with  commercial  creditors. 

In  addition,  eligible  countries  must  have  governments  which  have  been  democrat- 
ically elected,  are  not  a  gross  violator  of  human  rights,  and  have  not  failed  to  co- 
operate on  narcotics  or  terrorism. 

Action  would  be  targeted  under  the  program  for  lower  income  countries  in  the 
hemisphere. 

Jamaica  has  previously  received  debt  reduction  under  the  Enterprise  for  the 
Americas  Initiative  on  its  PL  480  debt  and  a  portion  of  its  AID  debt.  However,  AID 
debt  which  has  not  been  treated  previously  could  be  included  in  this  program,  pro- 
vided Jamaica  meets  the  basic  eligibility  requirements. 

NORTH  AMERICAN  DEVELOPMENT  BANK  (NADBANK) 

Question.  Some  concerns  have  been  raised  regarding  the  relationship  of  NADBank 
funding  to  the  current  financial  problems  facing  Mexico.  In  fact,  doesn't  the 
NADBank  actually  hold  the  promise  of  bolstering  the  Mexican  economy  through  its 
financing  of  critical  border  environmental  infrastructure  projects?  Can  the  Mexicans 
meet  their  financial  commitments  to  the  Bank?  With  its  potential  leveraging  capa- 
bilities, isn't  this  investment  in  NADBank  one  of  the  most  cost-effective  ways  to  fiir- 
ther  the  purposes  of  economic  development  in  Mexico  as  well  as  to  address  NAFTA- 
related  job  dislocation  within  our  own  U.S.  communities? 

Answer.  The  Government  of  Mexico  reconfirmed  its  strong  commitment  to  the 
North  American  Development  Bank  during  the  most  recent  meeting  of  the 
NADBank  Board  on  February  15,  1995.  If  Congress  appropriates  the  U.S.  share  of 
the  second  tranche  of  NADBank  capital,  Mexico  will  match  our  capital  contribution. 
Even  in  the  context  of  their  current  financial  problems,  the  Mexicans  attach  a  high 
priority  to  cleaning  up  the  environment  along  our  mutual  border.  NADBank  is  cost- 
effective  for  both  the  United  States  and  Mexico.  When  fiilly  capitalized,  the 
NADBank  will  leverage  U.S.  appropriations  of  $225  million  into  $2-3  billion  of  low- 
cost  NADBank  financing  and  will  help  attract  an  additional  $5-6  billion  from  other 
sources  over  the  next  decade. 

The  NADBank  will  offer  substantial  direct  benefits  to  both  U.S.  and  Mexican  citi- 
zens who  live  in  this  region.  Financing  and  construction  of  environmental  infra- 
structure projects  such  as  waste  water  treatment  facilities  will  provide  employment 
opportunities  in  border  states  and  in  northern  Mexico,  and  business  opportunities 
for  the  private  sector.  In  addition,  the  domestic  window  of  the  NADBank  will  lever- 
age 10%  of  the  U.S.  contributions  into  substantial  community  adjustment  and  in- 
vestment lending  throughout  the  United  States  in  order  to  further  the  purposes  of 
NAFTA. 


Tuesday,  March  7,  1995. 

UNITED  STATES  AGENCY  FOR  INTERNATIONAL 
DEVELOPMENT 

WITNESS 

hon.  j.  brian  atwood,  administrator 

Chairman's  Opening  Statement 

Mr.  Callahan.  Why  don't  we  go  ahead? 

Mr.  Wilson,  we  understand,  is  en  route.  If  he  is  not  here,  Chair- 
man Obey,  we  might  let  you  make  some  opening  comments  if  you 
want  to.  But  the  subcommittee  will  come  to  order. 

Our  first  witness  this  morning  is  the  administrator  of  the  Agency 
for  International  Development,  Mr.  Brian  Atwood. 

Mr.  Atwood,  we  welcome  you  this  morning  to  the  committee  and 
look  forward  to  your  testimony. 

Under  the  President's  request,  the  budget  for  the  Agency  for 
International  Development  would  gain  almost  $364  million  in  1996 
over  the  1995  enacted  level,  an  increase  of  almost  6  percent.  This 
actually  understates  the  increase  somewhat,  since  47  million  in  as- 
sistance to  Peru  and  Bolivia  would  be  moved  from  the  Economic 
Support  Fund  to  the  narcotics  account  of  the  State  Department. 

It  goes  without  saying  that  this  proposed  increase  is  not  sustain- 
able in  the  present  budget  climate.  Indeed,  we  will  be  looking  for 
substantial  savings  in  programs  from  this  subcommittee,  including 
AID.  While  everything  should  be  on  the  table  for  possible  reduc- 
tions, I  will  be  looking  especially  closely  at  programs  that  do  not 
have  a  direct  impact  on  American  security,  political  and  economic 
interests.  That  does  not  necessarily  mean  that  such  programs  are 
unworthy  and  should  not  continue  to  receive  support,  but  only  that 
we  must  prioritize  and  target  the  limited  dollars  that  we  are  going 
to  have  available  for  foreign  aid. 

I  want  to  make  it  clear  that  neither  I  nor  the  vast  majority  of 
my  colleagues  are  interested  in  retreating  into  a  Fortress  America, 
Mr.  Atwood,  as  you  refer  to  in  your  statement.  Maybe  you  can  clar- 
ify what  that  means.  I  am  having  very  great  difficulty  in  com- 
prehending some  of  these  new  words  and  new  terminologies  I  am 
hearing.  Fortress  America.  I  understand  that  the  administration, 
someone  down  there — I  know  it  is  not  you — is  calling  someone 
here — and  I  know  it  is  not  me — an  isolationist.  I  don't  know  what 
that  means  or  how  it  would  relate  to  me.  The  only  isolationism  I 
have  seen  is  the  fact  that  the  administration  seems  to  be  isolating 
me  from  any  discussions  about  foreign  aid,  which  is  fine  with  me, 
too.  But  I  should  hope  that  that  is  not  your  opinion  of  anyone  on 
this  committee. 

And  maybe  you  can  explain  today  after  your  comments  what  you 
all  mean  or  what  the  administration  means  by  "isolationism,"  and 
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if  indeed  you  think  that  they  might  be  expressing  that  opinion  di- 
rectly at  anyone  on  this  committee. 

Neither  am  I  interested  in  handing  the  next  generation  of  Ameri- 
cans a  debt  burden  that  would  make  it  impossible  for  them  to 
achieve  sustainable  development.  Therefore,  we  must  and  we  will 
make  cuts  throughout  the  Federal  budget,  without  sacrificing  our 
ability  to  maintain  the  core  functions  of  government. 

We  will  also  be  looking  at  ways  to  streamline  and  increase  the 
efficiency  of  our  foreign  policy  infrastructure.  In  that  regard,  I 
know  you  will  want  to  discuss  the  management  reforms  you  have 
undertaken  at  AID,  as  well  as  proposals  to  consolidate  U.S.  foreign 
affairs  agencies. 

I  would  just  like  to  end  with  one  further  comment.  The  congres- 
sional presentation  documents  were  not  printed  and  available — to 
me  at  least — until  late  Friday.  I  know  there  is  a  perennial  problem 
on  this  subcommittee  with  the  delivery  of  budget  material,  but  I 
would  appreciate  very  much  if  this  information  next  year  were  de- 
livered in  a  more  timely  fashion. 

I  appreciate,  as  I  have  said,  your  appearance  here  today.  And, 
Mr.  Obey,  if  he  had  an  opening  statement — which  he  does  not;  we 
will  just  proceed,  and  recognize  that  we  are  trying  to  keep  these 
meetings  as  brief  as  we  possibly  can. 

We  have  also  the  Peace  Corps  with  us  today.  We  are  not  going 
to  limit  your  time,  but  certainly  if  you  could  condense  or  abbreviate 
your  opening  statement  so  we  can  have  time  for  our  Members  to 
ask  questions,  we  would  appreciate  it. 

Mr.  Atwood's  Opening  Statement 

Mr.  Atwood.  Thank  you  very  much,  Mr.  Chairman.  And  I  will 
abbreviate  my  statement.  I  have  submitted  a  statement  for  the 
record  that  is  more  comprehensive.  If  I  could  have  it  printed  in  the 
record,  that  would  be  fine. 

Let  me  just  say  at  the  outset,  Mr.  Chairman,  that  we  have  had 
a  chance  to  talk  privately,  and  I  know  that  you  have  accepted  the 
chairmanship  of  this  committee  not  because  you  believe  in  a  For- 
tress America  or  in  isolationism  at  all.  I  very  much  respect  your 
views.  The  reference  in  my  written  statement  to  Fortress  America 
is  to  some  other  individuals  within  this  country. 

I  think  the  American  people  are  confused  about  the  global  econ- 
omy in  which  they  live,  and  I  think  the  confusion  is  reflected  in 
some  of  the  public  opinion  polls  that  we  have  seen.  Those  opinion 
polls  indicate  that  while  they  recognize  that  we  are  now  in  a  very 
different  situation  internationally,  there  are  fears  because  the 
American  people  have  lost  full  control  over  their  own  destinies  in 
the  economic  sense. 

That  is  the  context  for  the  reference.  It  was  not  directed  toward 
any  individual  Member  of  Congress,  but  to  concerns  and  fears  that 
are  expressed  by  some  in  the  ^jnerican  population. 

These  are  not  normal  times,  and  I  certainly  want  to  acknowledge 
that  in  what  I  say  to  you  about  the  President's  budget  request.  I 
think  it  is  appropriate  for  me  to  be  here  not  simply  to  defend  that 
request,  but  rather  to  engage  in  a  national  debate  about  whether 
or  not  we  should  have  a  foreign  assistance  program  and  what  the 
nature  of  that  program  should  be.  And  I  hoped,  obviously,  to  con- 
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vince  you  and  the  rest  of  Congress  to  give  the  Administration,  to 
give  our  government,  a  renewed  mandate,  as  well  as  the  appropria- 
tions we  need  to  carry  out  U.S.  interests. 

I  certainly  don't  expect  to  get  more  resources  than  we  have  re- 
quested. And  I  do  understand  the  pressures  on  you  to  reduce  the 
budget  deficit  and  to  balance  the  budget.  I  ask  you  simply  to  con- 
sider the  fact  that  we  have  already  experienced  a  significant  cut  in 
our  budget  from  the  level  of  two  years  ago  for  aid  to  the  developing 
world. 

We  have  announced  our  intention  to  close  27  of  our  field  mis- 
sions. We  have  reduced  our  work  force  by  1,200  people.  We  have 
reduced  organizational  units  in  Washington.  We  have  reduced  our 
senior  staff  by  25  percent.  And  we  are  prepared  to  continue  to  ad- 
just our  program  downward,  but  hopefully  in  a  way  that  will  not 
harm  American  interests. 

I  also  ask  you  and  other  Members  of  Congress  to  think  about  the 
budget  request  before  you  as  an  investment  in  the  growth  of  the 
American  economy.  The  export  sector  is  the  fastest  growing  sector 
of  our  economy,  and  we  expect  that  growth  to  continue,  especially 
in  the  post-GATT  period  that  we  are  in  now.  Other  countries  are 
becoming  increasingly  competitive  with  our  own  economy,  with  our 
own  exports.  They  are  going  to  seek  to  develop  new  markets  for 
their  goods,  and  we  must  as  well. 

The  Congressional  Budget  Office  projections — and  I  know  the 
Chairman  of  the  Appropriations  Committee,  Mr.  Livingston,  who  is 
here,  has  certainly  studied  these  projections  very  carefully,  as  have 
others — assume  a  5  percent  nominal  growth  rate  over  the  next  five 
years.  That  obviously  is  what  is  guiding  your  efforts  to  balance  the 
budget. 

But  consider  the  possibility  that  in  a  more  djoiamic  world  econ- 
omy we  can  push  that  growth  rate  up  to  6  percent,  including  infla- 
tion, of  course,  through  expansion  of  the  export  sector.  Five  years 
out,  we  could  have  a  U.S.  economy  of  $9.6  trillion  as  opposed  to  the 
9  trillion  dollars  that  the  CBO  is  prting.  That  1  percent  extra 
growth  could  produce  $100  billion  in  revenues  per  year  under  the 
current  tax  system. 

The  point  I  am  making  is  that  there  are  two  ways  to  balance  the 
budget.  One  is  to  cut  government  spending  and  the  other  is  to 
make  sensitive  and  correct  investments  that  will  produce  economic 
growth  which  will,  in  turn,  produce  new  revenues. 

I  would  suggest  that  no  other  subcommittee  of  the  Appropria- 
tions Committee  has  a  blend  of  programs  that  can  better  produce 
that  growth  ththis  one.  I  refer,  obviously,  to  our  program,  to  the 
Exim-Bank  program,  OPIC,  TDA,  the  international  financial  insti- 
tutions, et  cetera.  And  since  the  Peace  Corps  is  here,  I  will  refer 
to  them  as  well.  I  think  these  institutions  and  these  investments 
relate  directly  to  the  most  dynamic  sector  of  our  economy. 

The  USAID  development  assistance  budget  can  do  two  things  to 
improve  our  fiscal  situation  five  or  seven  years  down  the  road.  One, 
it  can  create  new  markets  in  the  developing  world  and  in  Central 
and  Eastern  Europe  and  the  former  Soviet  Union.  That  is  where 
the  action  is  in  terms  of  potential  for  growth  that  exists  within  this 
$23.3  trillion  world  economy,  a  world  economy  that  is  even  more 
active  now  that  the  GATT  treaty  has  been  approved. 
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The  second  contribution  it  can  make  is  to  help  us  avoid  the  large 
costs  oternational  crises.  These  costs  are  not  simply  to  the  U.S. 
budget,  but  to  the  world  economy  itself.  Crises  suppress  world  mar- 
kets, they  destroy  world  markets,  and  they  cost  a  great  deal  of 
money  in  terms  of  economic  expansion.  In  this  huge  world  econ- 
omy, capital  flows  are  very  much  a  part  of  the  development  proc- 
ess, and  successful  development  precedes  trade  and  investment. 

USAID  and  other  donors  help  create  the  enabling  environment 
for  that  trade  and  investment.  We  work  with  host  governments  to 
create  the  right  policies,  institutions  and  attitudes  that  will  enable 
individuals  to  enter  into  business  and  conduct  trade.  We  work  to 
develop  the  private  sector  and  to  create  liberal  trade  regimes.  We 
encourage  the  development  of  viable  commercial  codes,  tax  laws, 
customs  procedures,  and  we  make  social  sector  investments  that 
enhance  the  productivity  of  the  individuals  within  those  societies. 

I  would  like  to  say,  Mr.  Chairman,  a  special  word  about  Africa. 
Africa  is  today  what  the  Latin  American  and  Asian  markets  were 
a  generation  ago.  It  is  the  last  great  developing  market.  Today,  the 
African  market  is  already  growing  far  faster  than  America's  mar- 
kets in  Europe.  In  1992,  sub-Saharan  Africa  imported  $63  billion 
worth  of  merchandise.  Our  share  of  that  market  is  10  percent,  but 
it  is  growing  fast.  Our  presence  there,  through  our  USAlD  missions 
and  the  development  work  we  are  doing,  guarantees  that  the  Unit- 
ed States  share  of  that  market  will  expand,  along  with  the  African 
economies.  If  we  pull  out,  others  will  take  our  place  and  our  right- 
ful share  of  that  market. 

There  is  no  reason  for  pessimism  about  Africa.  The  birth  of  de- 
mocracy in  South  Africa  is  something  few  of  us  ever  expected  to 
see,  even  those  of  us  who  worked  hard  on  the  ground  to  help  bring 
it  about. 

I  watched  C-SPAN  over  the  weekend,  as  I  am  sure  many  of  you 
did,  and  I  saw  both  President  Clinton's  and  Speaker  Gingrich's 
speeches  before  the  Richard  Nixon  Center  for  Peace  and  Freedom. 
I  could  have  closed  my  eyes  and  thought  I  was  watching  Harry 
Truman  and  Arthur  Vandenberg. 

It  strikes  me,  having  watched  those  two  speeches,  that  there  is 
a  very  real  opportunity  here  for  consensus  on  what  the  U.S.  na- 
tional interests  are.  I  asked  for  a  transcript  of  the  Speaker's  talk, 
and  it  was  as  visionary  as  I  thought  it  was  when  I  heard  it  on  tele- 
vision. He  said  we  need  to  erase  the  board  and  think  anew  and 
then  come  back  and  change  the  systems,  having  thought  about 
what  we  need  in  a  positive  way. 

That  is  what  we  have  been  trying  to  do  at  USAID  over  the  last 
two  years.  We  call  it  "reengineering."  We  call  it  "business  area 
analysis."  We  call  it  "streamlining."  We  are  looking  at  all  of  our 
procedures  to  see  whether  they  are  appropriate  for  the  world  in 
which  we  live. 

I  was  particularly  impressed  by  what  the  Speaker  said  about  Af- 
rica. He  talked  about  the  pain  level  in  Africa,  the  70  and  80  per- 
cent of  some  populations  that  are  infected  by  HIV/AIDS,  and  the 
social  disorganization  that  results.  And  he  said  that  we  as  a  people 
should  be  actively  engaged  in  thinking  this  through  much  more  ag- 
gressively. Speaker  Gingrich  said,  and  I  certainly  agree,  there  is  no 
substitute  for  American  leadership  to  solve  these  problems. 
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There  is  hope  in  Africa.  It  is  not  just  in  South  Africa.  For  every 
Rwanda,  there  is  a  Ghana.  For  every  Somalia,  there  is  a  Namibia. 
These  are  nations  that  are  making  it  on  their  own,  that  are  creat- 
ing new  markets,  that  are  creating  peace  and  stabiHty.  And  for 
every  Angola,  there  is  a  Mozambique,  a  country  that  is  successfully 
emerging  from  civil  conflict,  a  country  that  has  experienced  the 
worst,  and  is  now  beginning  to  come  out  of  it  and  to  create  poten- 
tial for  the  people  of  that  country. 

I  agree  with  Speaker  Gingrich.  We  will  not  and  we  cannot  write 
off  Africa.  We  must  invest  there  and  build. 

Our  second  goal  is  crisis  prevention.  The  price  of  peace  and  sta- 
bility is  infinitely  less  than  the  cost  of  reconstructing  entire  na- 
tions. In  a  sense,  all  successful  diplomacy  is  preventive,  and  that 
reality  is  particularly  relevant  today.  It  is  far  cheaper  to  prevent 
nations  from  failing  than  it  is  to  rebuild  them.  By  the  same  token, 
programs  that  help  nations  plan  for  crises  and  deal  with  them  can 
contribute  greatly  to  long-term  development.  That  is  the  spirit  be- 
hind our  Greater  Horn  of  Africa  initiative. 

This  is  a  regional  plan,  announced  last  year  by  the  President.  A 
year  ago,  more  than  22  million  people  in  10  nations  were  at  risk 
of  starvation  as  a  result  of  drought  in  the  Horn.  But  we  believe 
that  while  drought  may  be  inevitable,  famine  is  a  condition  created 
by  human  beings  that  can  be  prevented  by  human  beings. 

Our  early  efforts  in  the  Greater  Horn  were  aimed  at  famine  pre- 
vention. We  worked  closely  with  other  major  donors  to  provide  food 
in  the  right  amounts,  in  the  right  places,  and  at  the  right  time. 
And  as  a  result,  people  had  enough  to  eat  at  home  and  there  were 
no  mass  migrations  of  people  because  of  the  drought. 

We  took  similar  actions  in  the  Sahel  a  few  years  back  and  in 
southern  Africa  during  the  Bush  Administration,  and  we  were  able 
to  prevent  untold  numbers  of  deaths  and  untold  cost  to  the  econo- 
mies of  those  societies. 

We  plan  to  provide  assistance  with  early  warning  so  we  can  iden- 
tify areas  where  food  shortages  are  materializing.  We  are  establish- 
ing mechanisms  to  pre-position  supplies  and  facilitate  their  speedy 
transport  so  that  people  do  not  have  to  leave  their  homes  in  search 
of  food.  Most  important  of  all,  we  are  helping  the  states  of  this  re- 
gion to  acquire  the  capability  to  anticipate  famine  and  to  deal  with 
it  cooperatively.  We  are  trying  as  best  we  can,  Mr.  Chairman,  to 
get  out  of  the  business  of  providing  relief  so  that  these  countries 
can  make  it  on  their  own. 

Currently,  the  shortfall  in  this  region  of  food  each  year  is  8  mil- 
lion metric  tons.  And  we,  the  American  taxpayers,  the  European 
taxpayers,  the  Japanese  taxpayers,  are  paying  for  that  food.  If  we 
do  nothing,  if  we  take  no  initiative,  in  15  years  there  will  be  a  16- 
million-metric-ton  shortfall  of  food.  That  is  what  we  call  "crisis  pre- 
vention." 

Let  me  conclude  these  brief  remarks  by  discussing  what  I  think 
we  need  as  a  nation  if  we  are  going  to  continue  to  offer  leadership 
of  this  type  to  the  donor  community.  The  first  thing  we  need  is  to 
continue  to  have  influence  over  other  donors. 

In  1946,  we  provided  all  the  foreign  aid  in  the  world;  no  other 
countries  were  participating.  We  were  then  engaged  in  the  effort  to 
reconstruct  Europe.  By  1960,  when,  at  our  insistence,  the  Develop- 
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ment  Assistance  Committee  of  the  OECD  was  created,  we  were 
providing  only  60  percent  of  all  aid  given  because  we  had  helped 
reconstruct  those  countries  and  those  governments  had  begun  their 
own  foreign  aid  programs.  We  used  our  leadership  to  convince 
them  to  focus  on  the  things  that  were  in  our  interests — obviously 
fighting  communism,  but  also  creating  peace  and  stability  and  op- 
portunity and  economic  growth  in  the  developing  world. 

In  1993,  we  were  only  providing  17  percent  of  all  of  the  aid  in 
the  world.  That  is  a  testimony  to  American  leadership.  Today,  the 
figure  is  only  15  percent.  But  this  is  money  that  is  being  spent  on 
development,  on  development  that  is  in  the  interest  of  the  United 
States. 

Therefore,  Mr.  Chairman,  I  do  not  believe  we  can  afford  to  down- 
grade our  development  agency.  We  need  the  ability  to  work  with 
government  ministries,  in  most  cases  ministries  in  other  countries, 
to  convince  them  to  do  what  we  think  is  appropriate  in  the  develop- 
ment arena. 

A  second  point  is  that  we  need  field  missions.  There  was  a  GAO 
report  recently  that  talked  about  seven  other  donor  countries  and 
the  way  they  go  about  delivering  development.  It  was  pointed  out 
that  they  do  not  have  the  extensive  field  missions  that  the  United 
States  has.  This  ability  to  operate  on  the  ground  with  an  intimate 
knowledge  of  the  various  sectors  of  the  economy  of  these  societies 
is  absolutely  essential  for  our  ability  to  influence  other  donors  as 
to  where  to  put  their  money.  That  is  an  essential  aspect  of  the  U.S. 
leadership. 

We  are  unique.  We  do  empower  our  professional  development 
people  on  the  ground  to  do  their  work.  Almost  80  percent  of  our 
personnel,  overall,  are  overseas.  We  work  on  the  ground  with  peo- 
ple and  governments  to  make  sure  that  our  money  is  being  spent 
to  achieve  results,  that  it  is  leveraging  other  donors,  including  the 
World  Bank,  which  also  does  not  have  this  kind  of  on-the-ground 
capability,  so  that  they  are  putting  their  money  in  places  and  ac- 
tivities that  make  sense. 

We  also  care  greatly — I  think  more  than  other  countries — about 
the  accountability  of  where  our  taxpayers'  money  is  being  spent. 
We  need  these  field  missions  to  carry  out  our  oversight  responsibil- 
ities. 

Third,  it  is  essential  that  our  development  mission  and  our  devel- 
opment agency  be  a  part  of  and  be  responsive  to  our  nation's  for- 
eign policy.  It  is  essential  on  occasion,  in  particular  when  we  have 
tight  budget  times,  to  have  the  flexibility  to  move  money  around 
so  that  we  can  deal  with  the  new  opportunities  and  challenges  that 
may  arise.  Many  of  these  are  foreign  policy  problems. 

When  the  Wall  came  down  in  Berlin,  Eastern  Europe  opened  up. 
We  needed  to  move  quickly.  When  the  former  Soviet  Union  fell 
apart,  we  needed  to  move  quickly.  When  we  had  the  opportunity 
to  restore  democracy  in  Haiti,  we  had  to  move  resources  around  so 
that  we  could  be  responsive.  The  same  was  true  in  South  Africa, 
and  in  Cambodia  in  recent  years.  It  is  essential  that  we  have  this 
capability,  that  our  aid  agency  be  a  part  of  our  government,  and 
that  it  be  responsive  to  the  foreign  policy  guidance  of  the  Secretary 
of  State. 
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Mr.  Chairman,  I  have  talked  a  lot  about  the  practical  consider- 
ations, what  I  consider  to  be  the  pragmatic  U.S.  interests.  Some- 
times we  refer  to  it  as  "enlightened  self-interest."  But  there  is  a 
human  face  to  what  we  do  when  we  talk  about  creating  markets. 

We  are  talking  about  developing  the  human  capacity  of  individ- 
uals. You  can't  do  this  if  human  beings  are  not  productive,  if  they 
are  sick  or  undereducated.  You  can't  do  this  if  children  are  dying 
in  large  numbers.  So  our  program  is  not  just  pragmatic,  it  is  not 
just  practical,  but  it  reflects  the  idealism  of  the  American  people. 
It  reflects  the  notion  that  we  have  an  obligation  as  a  rich,  well-de- 
veloped society  to  help  people  in  other  countries.  I  am  very  proud 
of  the  fact  that  our  Agency  has  been  responsible  over  the  years  for 
such  developments  as  the  oral  rehydration  therapy  that  saves  the 
lives  of  about  three  million  children  a  year,  and  the  fact  that  in  the 
last  couple  of  decades,  because  of  American  leadership,  some  50 
million  children  have  been  saved.  Those  children  are  productive 
human  beings  now,  productive  people  that  are  producing  economic 
wealth.  We  hope  they  are  buying  American  products. 

In  any  case,  that  is  what  development  of  markets  is  all  about. 
And  trade  investment  seeks  healthy,  well-educated  societies,  be- 
cause that  is  indeed  what  business  wants  as  well. 

Americans  are  not  only  pragmatic  people,  we  are  idealistic  as 
well. 

Most  Americans  think  that  we  give  over  20  percent  of  our  federal 
budget  to  foreign  aid.  In  a  recent  survey,  those  polled  felt  20  per- 
cent was  too  much.  They  said  however,  that  they  were  willing  to 
give  5  percent  of  the  budget  to  foreign  aid. 

I  want  to  assure  you,  Mr.  Chairman,  I  am  not  asking  for  a  ten- 
fold increase  in  USAID's  budget.  All  we  would  like  is  the  one-half 
of  1  percent  of  the  national  budget  that  goes  to  foreign  aid.  We 
think  it  is  a  good  investment  in  the  future.  We  think  it  will  pay 
for  itself  in  terms  of  the  ways  it  will  make  our  economy  grow  over 
the  next  five  years. 

Thank  you,  Mr.  Chairman. 

[The  statement  of  Mr.  Atwood  follows:] 
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Mr.  Chairman:  Thank  you  for  allowing  me  this  opportunity  to  appear  before 
the  Subcommittee  today.    Because  this  is  my  first  appearance  before  the  new  House 
Appropriations  Subcommittee  on  Foreign  Operations,    I  would  like  to  use  my 
testimony  to  discuss  not  only  USAlD's  budget  request,  but  foreign  assistance  in 
general.    My  written  testimony,  which  I  will  submit  for  the  record,  addresses 
USAID's  budget  request  in  specific  detail. 

The  104th  Congress  obviously  represents  a  break  with  the  past.    It  represents 
the  coming  of  age  of  a  new  generation  of  American  leadership.    More  than  half  of  the 
435  Members  of  the  House  came  to  office  in  the  years  since  the  Berlin  Wall  came 
down.    One  hundred  and  eighty-five   current  members  came  to  office  since  the  fall  of 
the  Soviet  Union.    The  view  from  Capitol  Hill  is  strikingly  different  from  what  it  was 
just  five  years  ago. 

It  is  a  new  world  out  there. 

And,  for  all  its  dangers,  it  is  a  better  world.   The  promises  made  by  eight 
Presidents,  from  Truman  to  Reagan  to,  in  John  Kennedy's  words,  "pay  any  price"  and 
"bear  any  burden  to  assure  the  survival  and  success  of  liberty,"  were  kept.    Today 
there  is  no  Soviet  Union,  no  Soviet  bloc,  and  no  Soviet  satellites.    The  cold  war  is 
over  and  we  and  the  oppressed  peoples  of  these  countries  can  declare  victory. 

But  that  does  not  mean  that  we  are  now  home-free.   Not  quite  yet. 

The  threat  to  America  today  is  different  from  what  it  was  just  a  few  years  ago, 
but* it  is  no  less  real. 

Today  the  threat  is  intemational.disorder,  and  it  is  a  strategic  threat. 

I  think  the  time  has  come  to  give  revitalized  meaning  to  the  word  "strategic." 
"Strategic"  matters  are  not  merely  those  that  may  involve  military  intervention  or 
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direct  political  action.    'Strategic'  matters  are  those  that  involve  any  threat  to 
fundamental  U.S.  interests. 

If  nations  fail  to  develop,  and  then  whole  regions,  our  economic  and  |x>litical 
interests  will  not  remain  unaffected.    By  the  year  2000,  four  out  of  five  people  will 
live  in  the  developing  world.    Who  will  sell  to  these  potential  customers   -  and  whose 
economy  will  advance  because  of  access  to  these  vast  new  markets? 

These  new  challenges  require  a  new  foreign  assistance  program,  one  with  goals 
that  are  quite  different  firom  those  of  our  aid  program  of  ten  or  twenty  years  ago. 
Goals  that  have  less  to  do  with  our  interests  abroad  and  more  to  do  with  our  interests 
here  at  home. 

Specifically,  those  goals  are  (I)  strengthening  our  economy  by  creating  new 
trading  partners  for  the  United  States  and  new  private  sector  jobs,    (2)  crisis 
prevention  to  deal  effectively  with  problems  before  they  get  out  of  hand,  (3)  protecting 
the  United  States  from  global  threats  like  destabilizing  population  growth  and 
environmental  degradation,  (4)  promoting  the  spread  of  democracy  and  the 
strengthening  of  democratic  institutions  and  civil  societies,  (5)  and  maintaining  the 
U.S  leadership  role  in  international  affairs. 

In  short,  our  new  post-Cold  War  foreign  assistance  program  isn't  about  charity. 
It  is  about  U.S.  self-interest. 

USAID's  first  goal  is  the  creation  of  free  markets  through  sustained  economic 
growth  in  the  developing  world. 

In  1960,  the  gross  national  product  of  the  world  was  $6.9  trillion.   Today,  it  is 
$23.3  trillion,  and  experts  predict  that  in  the  next  decade,  under  GATT,  we  have  the 
potential  to  increase  that  by  another  trillion  dollars  of  economic  activity  solely  as  a 
result  of  trade. 

These  massive  increases  are  not  going  to  be  between  the  developed  countries. 
Today,  trade  between  the  United  States  and  the  developing  world  is  growing  at  ten 
times  the  rate  of  trade  between  the  United  States  and  Japan  and  Europe. 

It  stands  to  reason.   The  developed  world  consists  of  slow-growth  economies. 
Built  economies.   Built  infrastructure.    Built  institutions. 

Rapid  growth,  the  kind  of  growth  that  requires  U.S.  goods,  is  primarily  taking 
place  in  the  developing  world  —  in  countries  that  need  our  communications  equipment. 
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our  computer  systems,  our  pollution  control  systems,  our  expert  services,  our  overall 
know-how.    And,  if  they  are  to  sustain  their  growth,  our  technical  assistance. 

Between  1990  and  1993  (  prior  to  NAFTA  and  GATT)  U.S.  exports  to 
developing  nations  grew  by  $46  billion,  supporting  900,000  new  jobs  in  the  United 
States. 

But  trade  does  not  simply  materialize  out  of  thin  air. 

An  enabling  environment  must  be  created  before  trade  and  investment  take 
place.    That  environment  comprises  policies,  laws,  institutions  and  attitudes  that 
enable  individuals  to  enter  into  business,  conduct  trade,  and  enjoy  the  fruit  of  their 
labor.    Such  an  environment  is  critical  to  the  emergence  of  free  markets  and  to  the 
transformation  of  developing  countries  into  attractive  places  for  foreign  investment. 
Our  mission  at  USAID  is  to  create  that  environment. 

In  Asia,  for  example,  USAID  is  helping  the  Indonesian  government  rewrite  a 
commercial  code  that  dates  back  to  the  1860s  and  is  written  in  Dutch.    The  new  code 
will  reduce  barriers  to  private  investment  and  decrease  the  costs  associated  with 
business  transactions.    A  revised  commercial  code  written  in  English  --  rather  than  in 
Dutch  or  Japanese  --  gives  us  an  advantage  over  competitors.    It  is  therefore  no 
surprise  that  U.S.  exports  to  Indonesia  are  exf>ected  to  grow  from  $3.3  billion  in  1991 
to  over  $6  billion  in  the  year  2000. 

In  Guatemala,  USAID  pioneered  a  program  to  promote  non-traditional  crops 
and  a  varied  export  economy.    We  supported  the  development  of  export  businesses 
devoted  to  specialty  fruits,  vegetables,  flowers,  and  plants.    We  helped  create 
transportation  and  marketing  arrangements  that  could  move  the  goods  to  market 
efficiently. 

We  also  facilitated  the  reform  of  Guatemala's  tax  system,  helping  to  improve 
the  effectiveness  of  revenue  collection,  so  that  the  new  businesses  wouldn't  bear  an 
unfair  burden. 

The  result  was  an  export-driven  expansion  that  created  an  outward  looking 
middle  class  and  thousands  of  jobs.   These  initiatives  have  led  to  some  130,000  new 
jobs  and  greatly  increased  buying  power  for  the  poorest  Guatemalans.    With  the 
Guatemalan's  preference  for  U.S.  goods,  our  exports  have  increased  19%  annually 
since  1989  to  reach  more  than  $1.3  billion  in  1993. 
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These  are  almost  classic  examples  of  sustainable  development,   the  objective  of 
USAID's  work.   Sustainable  development,  development  that  will  last  long  after  we 
leave,  is  a  process  that  creates  the  prerequisites  for  trade  with  the  United  States,  trade 
that  means  jobs  here  at  home. 

We  want  the  countries  in  which  we  work  to  achieve  sustainable  growth  so  that 
we  leave  —  as  we  will  do  soon  in  Costa  Rica,  Tunisia,  Thailand  and  Botswana  —  with 
reasonable  confidence  that  progress  will  continue.   To  put  it  simply,  at  US  AID  we 
want  to  accomplish  our  mission  and  then  put  ourselves  out  of  business.   We  judge 
success  by  the  number  of  countries  that  graduate  from  USAID's  programs.     And  that 
number  is  growing. 

In  Latin  America,  in  Asia  and  in  Africa. 

Africa  is  today  what  the  Latin  American  and  Asian  markets  were  a  generation 
ago.   It  is  the  last  great  developing  market. 

Today,  the  African  market  is  already  growing  far  faster  than  America's  markets 
in  Europe.    In  1992,  sub-Sahara  Africa  imported  $63  billion  worth  of  merchandise. 
Our  share  of  this  market  is  10  percent  and  growing  fast.   Our  presence  there,  through 
our  US  AID  missions  and  the  development  work  we  are  doing,  guarantees  that  the 
U.S.  share  of  that  market  will  expand  along  with  the  African  economy.   If  we  pull 
out,  others  will  take  our  place  and  our  rightful  share  of  that   market. 

There  is  no  reason  for  pessimism  about  Africa.   The  birth  of  democracy  in 
South  Africa  is  something  few  of  us  ever  expected  to  see,  even  those  of  us  who 
worked  hard  on  the  ground  to  help  bring  it  about.   The  dismantling  of  apartheid. 
Free  elections.    A  society  and  a  nation  committed  to  remaking  itself.    And  doing  it. 
Peacefully. 

And  South  Africa  is  not  alone. 

For  every  Rwanda,  there  is  a  Ghana  -  a  nation  that  has  begun  revitalizing  its 
economy  and  is  intent  on  being  part  of  the  worldwide  new  economy. 

For  every  Somalia,  there  is  a  Namibia  -  a  nation  that,  like  South  Africa, 
successfully  implemented  a  democratic  transition  and  peaceful  change. 

For  every  Angola,  there  is  a  Mozambique,  emerging  at  last  from  civil  conflict. 
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No,  we  cannot,  we  will  not,  write  off  Africa.   Instead,  we  must  invest  there 
and  build. 

USAID's  second  goal  is  crisis  prevention. 

The  price  of  peace  and  stability  is  infinitely  less  than  the  cost  of  reconstructing 
entire  nations. 

In  a  sense,  all  successful  diplomacy  is  preventive,  and  that  reality  is  particularly 
relevant  today:  It  is  far  cheaper  to  prevent  nations  from  failing  than  it  is  to  rebuild 
them.    It  is  far  less  disruptive  to  prevent  refugees  from  fleeing  their  homes  than  it  is 
to  feed  and  house  them.   It  is  far  less  expensive  to  strengthen  the  institutions  of 
conflict  resolution  than  to  overcome  ethnic  and  social  divisions  that  have  already 
exploded  into  bloodshed. 

All  of  this  means  that  a  policy  of  post-crisis  intervention  is  not  sufficient.   If 
violence  is  already  happening,  then  we  are  too  late.   If  we  focus  only  on  crisis 
management,  then  we  will  quickly  exhaust  the  resources  we  have,  along  with  the 
political  support  we  need. 

The  failure  of  nations  is  but  one  end  of  a  continuum  that  runs  from  civil 
collapse,  on  one  end,   all  the  way  to  sustainable  development  on  the  other.    Our 
programs  are  designed  to  address  the  factors  that  determine  how  nations  move  along 
the  continuum.   This  is  the  reason  why  we  do  not  separate  humanitarian  assistance 
from  sustainable  development.   All  aid  must  advance  development. 

By  the  same  token,  programs  that  help  nations  plan  for  crises  and  deal  with 
them  can  contribute  greatly  to  long-term  development.   That  is  the  spirit  behind  our 
Greater  Horn  of  Africa  Initiative,  a  regional  plan  announced  last  year  by  President 
Clinton.   A  year  ago,  more  than  22  million  people  in  ten  nations  were  at  risk  of 
starvation  as  a  result  of  drought  in  the  Horn.   But  we  believe  that  while  drought  may 
be  inevitable,  famine  is  a  condition  created  by  humans  that  can  be  prevented  by 
humans.   Our  early  efforts  in  the  Greater  Horn  were  aimed  at  famine  prevention.   We 
worked  closely  with  other  major  donors  to  provide  food  in  the  right  amounts,  in  the 
right  places  and  at  the  right  time.   As  a  result,  people  had  enough  to  eat  at  home. 
There  were  no  mass  migrations  of  people  because  of  the  drought. 

Actions  in  the  Sahel  since  the  late  1970s  prevented  repeated  droughts  from 
becoming  famines.  When  the  worst  drought  in  a  hundred  years  struck  Southern  Africa 
in  1991  and  1992,  regional  cooperation  made  death  by  starvation  almost  unheard  of. 
This  was  a  remarkable  achievement,  and  it  can  be  emulated. 
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We  plan  to  provide  assistance  with  early  warning,  so  we  can  identify  areas 
where  food  shortages  are  materializing.   We  are  establishing  mechanisms  to 
preposition  supplies  and  facilitate  their  speedy  transport,  so  that  people  do  not  have  to 
leave  their  homes  in  search  of  food.   We  are  mobilizing  American  resources  -- 
logistical  assistance,  food  aid  and  cash  -  to  ensure  a  quick  response.    And  we  are 
working  closely  with  other  donors,  so  that  responsibilities  are  shared. 

Most  important  of  all,  we  are  helping  the  states  of  the  region  acquire  the 
capability  to  anticipate  famine  and  deal  with  it  cooperatively.  We  also  are  enhancing 
their  ability  to  address  the  underlying  food  deficit  that  could  make  famine  a  permanent 
feature  of  life  in  the  Horn.   The  Greater  Horn  Initiative  will  not  only  prevent  a  crisis; 
it  will  help  the  nations  of  the  Horn  prevent  future  crises,  and  it  will  help  them  emerge 
from  this  drought  intact  and  ready  to  resume  the  path  of  sustainable  development. 

The  third  goal  of  our  new  foreign  assistance  program  is  finding  solutions  to 
those  global  problems  that  endanger  our  own  stability  and  economic  well-being.    We 
are  all  threatened  by  the  destruction  of  the  world's  ecosystem,  by  global  warming,  by 
unsustainable  population  growth.   These  are  not  other  people's  problems.   Our  nation 
cannot  insulate  itself  from  the  failure  of  poorer  countries  to  deal  with  their  own 
development  problems. 

Those  who  doubt  that  might  consider  what  we  will  do  IS  years  from  now, 
when,  as  predicted,  more  air  pollution  comes  from  outside  our  borders  than  from 
within.   How  will  we  deal  with  the  refugees,  now  in  the  millions,  who  are  fleeing 
poverty  and  civil  conflict?  How  will  we  contain  diseases  like  AIDS  and  tuberculosis 
and  a  dozen  others,  that  have  gained  footholds  in  urban  slums  or  in  the  stagnant  pools 
of  destroyed  rain  forests? 

Population  pressures  are  at  the  root  of  many  of  these  global  problems. 
Unsustainable  rates  of  increase  drive  the  spread  of  human  communities  into  rainforests 
and  marginal  farmlands.   They  exacerbate  every  urban  problem  -  housing, 
unemployment,  access  to  potable  water,  the  spread  of  infectious  diseases,  waste 
disposal.   They  ultimately  tax  every  resource  and  consume  every  development  gain. 

Over  100  million  women  in  the  developing  world  will  want  and  need  family 
planning  services  in  the  near  future.   Moreover,  millions  of  young  people  will  reach 
reproductive  age  this  decade,  creating  even  greater  demand  for  family  planning 
systems  and  the  services  they  provide.   Providing  information  about  and  access  to  a 
wide  range  of  appropriate  voluntary  family  planning  methods  --  and  about  protection 
against  HIV/ AIDS  ~  not  only  remains  the  most  effective  means  of  reducing  population 


150 


growth  rates  to  levels  consistent  with  economic  development  but  also  significantly 
improves  the  health  of  women  and  children. 

Our  fourth  goal  is  to  promote  the  spread  of  democracy  and  the  strengthening  of 
democratic  institutions  and  civil  societies.   Democracy  itself  is  a  precondition  for 
economic  growth.    This  is  not  to  say  that  you  will  not  find  growth  under  authoritarian 
regimes.    However,  in  the  long  run,  authoritarianism  is  a  drag  on  economic  efficiency 
and  growth. 

Although  authoritarian  regimes  may  be  able  to  impose  econpmic  "reform  and 
suppress  the  social  backlash  they  create,  democratic  institutions  allow  free  societies  to 
embrace  change,  sustain  it,  and  respond  to  the  inevitable  unforeseen  needs  that  arise. 
Sustainable  economic  growth  requires  decentralized  democratic  government, 
government  that  is  accountable  to  the  people  and  which  operates  on  the  principle  of 
openness. 

An  impressive  number  of  countries  have  made  the   transition  to  democracy  in 
the  last  ten  years,  and  others  are  struggling  to  do  so.   There  were  58  democratic 
nations  in  1980;  today  that  number  is  a  remarkable  1 15  nations.    US  AID  provided 
democracy  and  governance  assistance  to  36  of  the  57  nations  that  successfully  made 
the  transition  during  this  jseriod.    However,  many  of  these  new  democracies  are 
fragile.    Elections  and  even  new  constitutions  are  the  easiest  parts  of  the  transition. 
The  challenge  is  in  the  details.    Building  institutions,  establishing  both  the  concept  and 
the  actuality  of  the  rule  of  law,  and  inculcating  the  idea  of  citizenry,  take  time  but  are 
critical  to  the  survival  of  democracies. 

In  Ukraine,  USAID  provided  support  for  the  electoral  commission  and  assisted 
in  political  party  development  through  regional  seminars.    The  country  has  now  held 
free  and  fair  elections  which  resulted  in  an  opposition  candidate  defeating  the 
incumbent  president  and  assuming  office  without  unrest  or  serious  election  disputes. 

In  countries  where  the  transition  to  democracy  has  occurred,  USAID  focuses  on 
consolidating  democratic  development.    For  example,  USAID  has  the  largest  program 
and  the  longest  history  of  support  for  judicial  reform  in  Bolivia.    Striking  evidence  of 
reform  includes  the  prosecution  and  conviction  of  a  former  chief-of-state  and  several 
government  officials  for  human  rights  abuses  and  narco-trafficking,  and  the 
impeachment  of  two  members  of  the  Supreme  Court. 

Our  fifth  goal  is  preserving  U.S.  leadership  in  the  world.    Retreating  to  some 
imaginary  "Fortress  America"  will  mean  that  international  efforts  to  build  new 
economies  will  go  on  without  us.    Today,  we  have  influence  over  the  efforts  of 
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nations  that  provide  foreign  assistance,  the  donor  nations.    We  provide  intellectual  and 
moral  leadership.    We  provide  the  models  for  the  developing  nations  to  follow. 

It  is  essential  that  we  continue  to  do  so. 

For  fifty  years  it  was  the  United  States  that  bore  the  heaviest  burden  by  far  of 
the  struggle  against  Communist  totalitarianism.    We  spent  trillions  of  dollars,  and  lost 
tens  of  thousands  of  young  lives,  to  ensure  that  it  would  be  the  American  model,  and 
not  the  Soviet  model,  that  the  newly  emerging  countries  of  Africa,  and  Asia,  and 
Latin  America  would  follow. 

It  would  be  ironic,  even  tragic,  for  us  to  walk  away  now  that  the  battle  is  won 
and  we  can  begin  to  reap  the  harvest  of  fifty  years  of  effort. 

USAID's  development  objectives  are  closely  Intertwined  with  U.S.  foreign 
policy  objectives.    From  promoting  peace  in  the  Middle  East  to  opening  up  one  of  the 
world's  largest  markets  in  Russia  to  restoring  democracy  in  Haiti,  foreign  assistance 
has  been  critical.    Crisis  prevention  directly  limits  both  military  intervention  and 
expenditures  and  creates  stable  economic  and  political  partners. 

USAID's  s  development  work  takes  many  forms.  It  may  be  classic  integrated 
sustainable  development.  It  may  be  a  program  undertaken  to  implement  a  specific 
foreign  policy  goal.  It  may  assist  in  a  transition.  Our  work  must  always  advance 
overall  American  foreign  policy  and  we  can  never  abandon  foreign  assistance  as  a  tool 
to  accomplish  that  aim. 

In  the  Middle  East,  our  economic  support  fiinds  for  Israel  and  Egypt,  the 
constancy  of  our  support  for  those  nations,  induced  the  Jordanians  and  the  Palestinians 
to  join  the  peace  process.    Jordan  now  has  full  diplomatic  relations  with  Israel  and  is  a 
ftill  partner  in  the  quest  for  peace.    In  Cyprus  and  Ireland  we  provide  small  amounts 
of  assistance  but  it  is  assistance  that  promotes  cooperation  between  communities,  seeds 
from  which  peace  will  bloom. 

In  Russia,  Ukraine,  Armenia  and  the  other  NIS  countries  we  are  creating  the 
environment  for  prosperity  and  democracy.    By  this,  I  mean  collectively  the 
institutions  and  structures,  the  patterns  and  habits,  which  make  up  the  foundation  for 
entrepreneurship,  competitiveness,  and  successful  private  market  activities. 
Everybody  knows  that  external  forces  cannot  by  themselves  transform  Russia  or  the 
other  NIS  countries.    The  commitment  must  come  from  within.    But  U.S.  assistance, 
through  USAID  and  U.S.  leadership  in  multilateral  assistance  efforts,  is  a  crucial  tool 
to  influence  the  course  of  change. 
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We  have  no  choice  but  to  lead. 

However,  to  meet  the  dramatically  different  post-Cold  War  world,  USAID 
needed  to  overhaul  its  strategic  approach,  its  organization  and  its  management. 

To  begin  this  process,  we  offered  the  entire  agency  as  a  laboratory  for  Vice- 
President  Gore's  "Reinventing  Government"  effort.    As  a  result,  USAID  has  been 
making  substantial  changes  in  every  aspect  of  its  operations  from  program  focus  to 
procurement  to  financial  management  to  the  very  heart  of  the  agency  -  its  project 
process. 

These  reforms  include: 

closing  21  missions  (with  6  more  to  be  announced  in  the  near  future)  to 
permit  focusing  on  those  countries  which  can  best  use  U.S.  assistance. 
Six  of  these  posts  are  already  closed  and  the  rest  of  the  21  will  be  shut 
down  by  September  1996.    This  action  will  result  in  a  savings  of  585 
positions  and  $15  million  annually  by  FY  1997. 

focusing  the  program  on  five  strategic  objectives:    creating  new  markets 
for  U.S.  goods  and  services,  addressing  global  concerns  such  as 
IX)pulation  growth  and  environmental  damage,  helping  emerging 
democracies  protect  individual  freedom  and  free  markets  through  the  rule 
of  law,  and  responding  to  victims  of  natural  and  man-made  disasters. 

reengineering  the  agency's  project  design  and  implementation  systems  to 
reduce  the  time  from  project  idea  to  implementation  from  27  months  to  6 
months. 

focusing  the  agency's  programs  on  obtaining  measurable  results  at  the 
agency,  regional  and  country  levels  and  not  only  on  inputs  of  specific 
amounts  of  money.    If  results  are  not  being  achieved,  programs  will  be 
redesigned  or  terminated. 

reorganizing  and  streamlining  our  Washington  headquarters  including  the 
elimination  of  90  or  25  percent  of  its  organizational  structures. 

streamlining  USAID's  procurement  process  and  opening  it  up  to  a  broad 
array  of  qualified  applicants.    Vendor  town  meetings  were  held  on  the 
east  and  west  coasts  last  year  and  are  being  scheduled  for  the  south  and 
middle  west  in  1995.  Now.  fully  79  percent  of  USAID  procurement 
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budget,  which  is  spent  to  purchase  goods  and  services  essential  to 
USAID  development  work,  is  spent  right  here  in  the  United  States. 

developing  a  new  financial  management  system  that  consolidates  1 1 
separate  accounting  systems  into  one  and  will  bring  greater  transparency 
and  accountability  to  the  agency's  operations.   For  example,  for  the  first 
time,  we  are  now  able  to  identify  fiinds  in  pooriy  performing  projects 
that  have  not  been  expended  in  a  timely  manner  and  reprogram  them  for 
higher  priority  uses. 

Our  efforts  are  succeeding.   So  much  so  that  a  member  of  the  Ferris 
Commission  which  President  Bush  appointed  to  review  USAID  in  1993,  said  last 
month  "This  is  the  most  remarkable  transformation  of  a  government  agency  I  have 
ever  seen." 

What  will  these  changes  mean?  Transparency  that  will  enable  both  the 
Congress  and  American  taxpayers  to  see  how  USAID  targets  its  resources,  what 
results  it  plans  to  achieve,  and  whether  those  results  are  accomplished.    The 
management  reforms  will  also  free  Acetous  field  staff  to  concentrate  on  what  they  do 
best:    saving  children's  lives,  reducing  environmental  degradation  and  encouraging 
economic  reforms.  We  will  spend  less  time  on  bureaucracy  and  paperwork. 

We  haven't  made  these  changes  to  save  a  bureaucracy.   We  have  fixed  what  is 
wrong  because  we  believe  that  if  America  is  to  lead,  it  must  lead  with  the  best 
development  agency  in  the  world. 

An  independent  agency,  operating  as  a  vital  part  of  our  government  and  under 
the  Secretary  of  State's  foreign  policy  guidance  ~  one  whose  primary  concern  is 
international  development  ~  is  indispensable  to  this  leadership.   Such  an  agency  can 
focus  on  problems  that  demand  long-term  solutions,  applied  steadily  over  a  period  of 
years.   Such  an  agency  can  apply  integrated  solutions  that  address  interconnected 
social,  economic  and  political  problems. 

An  independent  agency  whose  focus  is  development  can  concentrate 
development  talent  and  be  a  magnet  for  the  best  minds  and  ideas.   It  is  better 
positioned  to  form  the  partnerships  with  communities  and  individuals  in  recipient 
nations  that  are  essential  to  successful  development.   An  independent  agency  can 
amplify  American  leadership  throughout  the  development  community;  it  can  leverage 
monies  and  multiply  their  impact;  and  can  persuade  the  international  community  to 
attach  a  higher  priority  to  development  assistance  and  humanitarian  relief. 
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No  factor  is  more  important  in  the  leveraging  process  than  our  field  missions. 
Unlike  other  development  agencies,  we  put  our  expertise  on  the  ground  to  work  hand 
in  glove  with  the  people  and  the  governments  of  developing  countries.   Our  ability  to 
identify  the  development  problems  and  the  solutions  have  attracted  millions  of  dollars 
of  targeted  investments  from  the  international  financial  institutions,  other  donors  and 
recipient  countries. 

It  should  be  clear  that  neither  foreign  aid  nor  USAID  are  what  they  used  to  be. 

But  there's  more. 

In  FY  1985,  cash  transfers  to  other  governments  —  to  influence  policy  change 
or  simply  to  gain  influence  ~  constituted  56  percent  of  USAID's  total  program,  but 
by  FY  1994,  less  than  20  percent  of  the  program  took  the  form  of  cash  transfers. 
Today's  cash  transfers  are  exclusively  provided  on  the  condition  that  the  recipients 
undertake  specified  policy  reforms. 

And  we  have  shifted  our  emphasis  to  funding  non-governmental  organizations 
rather  than  governments.    The  proportion  of  USAID  funding  of  non-governmental 
organizations  has  grown  from  19  percent  in  1985  to  32.5  percent  in  1994.   That 
percentage  will  continue  to  grow  as  we  respond  to  the  significant  proliferation  of 
NGO's  around  the  world  and  to  our  own  desire  to  reduce  the  costs  of  our  programs. 

We  are  becoming  a  "'-^aming  institution,"  where  people  are  not  afraid  to  take 
risks,  where  they  can  learn  t;r>m  successes  and  mistakes,  and  where  they  absorb  and 
implement  good  ideas,  no  matu  r  where  they  originate.  Our  natural  partners  in  the 
NGO  and  PVO  communities  help  keep  us  focused  on  the  problems  at  the  grassroots. 
Like  us,  they  are  there  on  the  jround  and  ~  in  some  cases  -  they  were  there  before 
we  were.  Our  American  partners  act  out  of  a  spirit  of  voluntarism  and  idealism  that 
made  America  great.  It  is  our  ability  to  capture  and  even  promote  that  spirit  that 
makes  USAID  stand  out  among  government  agencies. 

The  United  States  is  also  providing  far  less  aid  than  it  used  to.   In  1946,  the 
United  States  provided  virtually  all  of  the  foreign  aid  provided  in  the  world.   That 
amount,  by  the  way,  was  more  than  double  what  we  provide  today  in  1994  dollars.    It 
represented  1.75  percent  of  our  gross  national  product,  compared  to  .117  of  one 
percent  today. 

By  1960,  we  were  providing  only  60  percent  of  all  aid  given.   We  created  the 
Development  Assistance  Committee  of  the  OECD  to  encourage  the  reconstructed 
economies  of  Europe  and  Japan  to  do  more.   And  they  gave  more,  because  they 
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wanted  to  expand  their  own  economies  through  trade.   And  they  wanted  to  contribute 
to  a  stable  and  growing  world  economy. 

Today,  we  provide  only  17  percent  of  the  world's  foreign  aid.   But  that's  a 
good  deal  for  the  American  taxpaying  family,  a  family  that  contributes  only  $44  per 
year  to  foreign  aid,  a  lower  amount  than  any  other  donor  nation.   The  average  family 
in  Denmark  contributes  more  than  $900  a  year  to  foreign  development  assistance! 

And  I  believe  Americans  recognize  they  are  getting  a  good  deal.    As  unpopular 
as  the  phrase  'foreign  aid'  is,  more  Americans  have  always  supported  it  than  have 
opposed  it. 

Eighty  per  cent  of  those  polled  in  a  recent  survey  said  that  if  Third  World 
countries  become  strong  economically,  U.S.  business  opportunities  will  increase;  73 
percent  said  exports  would  grow;  72  percent  said  the  U.S.  economy  would  benefit; 
two-thirds  thought  that  jobs,  national  security,  and  their  own  communities  would 
benefit.   Break  foreign  aid  down  by  issues,  and  people  are  supportive:  Population. 
Child  survival.    Democracy.   The  environment.   And  nine-tenths  support  the  sending 
of  humanitarian  assistance  to  the  victims  of  famine  or  natural  disasters. 

The  problem  we  have  is  that  most  Americans  believe  that  20  percent  of  our 
federal  budget  goes  to  foreign  aid  when  the  true  figure  is  less  than  one  per  cent. 

When  asked  how  much  should  go  to  foreign  aid,  Americans  say  5  percent. 
That  would  be  quite  a  dramatic  increase  in  our  small  program.   But,  let  me  assure 
you,  that  is  not  our  request! 

I  want  to  conclude  by  saying  that  I  understand  the  difficult  task  that  you  have 
before  you  in  marking  up  the  F  1996  bill.   Cuts  must  be  made  and  I  realize  that 
foreign  assistance  seems  like  a  natural  place  to  start. 

But  we  have  already  cut  our  small  development  budget  by  20  per  cent  in  the 
last  two  years.   That  has  had  a  dramatic  impact  on  our  operations  in  the  developing 
world.   More  importandy,  I  worry  about  the  investments  we  must  make  today  to 
encourage  further  growth  in  our  economy  tomorrow  ~  especially  in  the  export  sector. 
We  will  never  balance  our  budget  if  we  fail  to  compete  in  the  global  economy,  if  we 
fail  to  create  the  new  markets  for  American  products  in  the  developing  world. 

So,  development  assistance  is  an  investment  because  it  produces  business  and 
jobs  here  at  home.   And  prevention  is  an  investment  because  it  saves  lives  and  money 
later. 
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I  am  pleased  to  submit  this  budget  on  behalf  of  a  new  US  AID.   The  President 
has  requested  a  budget  of  $7.65  billion  for  our  programs  in  FY  1996. 

The  FY  1996  request  for  Development  Assistance  will  support  programs  aimed 
at  improving  the  economic  and  social  well-being  of  the  poor  in  developing  countries. 
By  using  an  integrated  portfolio  of  activities  aimed  at  promoting  broad-based  and 
sustainable  economic  growth,  stabilizing  population  growth  rates,  protecting  the 
environment  and  increasing  democratic  participation  in  open  governments,  US  AID 
strives  to  create  the  economic  and  social  stability  needed  for  the  next  wave  of  U.S. 
trading  partners  to  evolve  and  to  increase  our  democratic  allies  around  the  world. 

We  will  continue  with  our  high  priority  program  commitments  to  support  the 
restoration  of  democracy  in  Haiti,  and  the  Middle  East  Peace  Process  in  Egypt,  Israel, 
Jordan  and  the  West  Bank/Gaza.    We  will  also  continue  our  efforts  to  assist  the 
transition  of  the  states  of  the  former  Soviet  Union  and  of  Eastern  Europe  to  free 
market  governments  and  societies. 

All  of  these  programs  pay  dividends  at  home.  We  are  determined  to  manage 
these  programs  to  produce  identifiable  results  for  the  taxpayer.    I  look  forward  to 
working  with  you  as  you  proceed  to  hear  testimony  and  then  mark  up  this  year's 
appropriations  bill. 

Thank  you. 
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SUMMARY  OF  USAID 
FISCAL  YEAR  1996  BUDGET  REQUEST 

For  Fiscal  Year  1996,  the  President  is  requesting  appropriations  of  $7,560,562,000 
for  USAID-administered  programs.   The  FY  19%  request  compares  to  the  FY  1995 
appropriation  level  of  $7,337,862,000.   The  FY  1996  USAID  request  includes  funding  for 
the  Development  Assistance  Fund  (DAF),  Development  Fund  for  Africa  (DFA),  the 
Economic  Support  Fund  (ESF),  Assistance  for  Eastern  Europe  and  the  Baltic  States  (Special 
Assistance  Initiative  or  SAI).  and  Assistance  for  the  New  Independent  States  (former  Soviet 
Union  Republics).    Also  included  in  this  request  is  funding  for  P.L.  480  Titles  II  and  III 
(Food  for  Peace),  resources  administered  by  USAID  but  formally  requested  as  a  part  of  the 
USDA  budget. 

The  following  chart  and  subsequent  descriptions  provide  further  details  in  support  of  our 
budget  request: 


Appropriation 

FY  1995 

Appropriated 

level 

Requested 

FY  1996 

funding 

Percent  of 

FY  96 

Budget 

Request 

Development  Assistance  Fund 

853,000,000 

1,300,000,000' 

17% 

Population  Development  Assistance 

450,000,000 

(included  in 

DAF  request 

above) 

Development  Fund  for  Africa 

802,000,000 

802,000,000 

10% 

International  Disaster  Assistance 

169,998,000 

200.000.000 

3% 

Credit  Programs 

29.300,000 

38.500.000 

1% 

Operating  Expenses 

517,500.000 

529,027,000 

7% 

Operating  Expenses  -  Inspector  General 

39,118,000 

39,118,000 

1% 

Foreign  Service  Disability  &  Retirement 

45,118,000 

43,914,000 

1% 

Economic  Support  Fund 

2.368,600,000 

2,494,300,000^ 

33% 

International  Fund  for  Ireland 

19,600,000 

(included  in 

ESF  request 

above) 

... 

the  FY  1996  request  for  population  activities  is  included  in  the  the  DAF  request. 

the  FY  1996  request  for  ESF  includes  S  29.6  million  for  the  International  Fund  for  Ireland. 
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Percent  of 


Appropriation 

FY  1995 

Appropriated 

level 

Requested 

FY  1996 

funding 

FY  96 
Budget 
Request 

Assistance  to  the  New  Independent 
States 

719,400,000 

788,000,000 

10% 

Assistance  for  Eastern  Europe 
and  the  Baltics 

359,000,000 

480,000,000 

6% 

PL.  480  Title  II 

821,100,000 

795.703.000 

11% 

PL.  480  Title  III 

157,400,000^ 

50,000,000 

1% 

USAID  Total 


7,329.936,000      7,560.562,000 


100% 


Development  Assistance  Fund  (DAF)  &  Development  Fmid  for  Africa  (DFA) 

The  Development  Assistance  Fund  and  Development  Fund  for  Africa  provide  support 
for  activities  world  wide  that  are  designed  to  promote  sustainable  development  in  some  of  the 
poorest  countries  in  the  world.    These  nations  represent  the  world's  last  great  underdeveloped 
markets;  USAID  strongly  believes  that  the  modest  and  well  targeted  investments  we  make 
today  in  the  form  of  human  capital  and  the  partnerships  we  establish  with  their  communities 
will  pay  economic  and  political  dividends  to  the  United  States  well  into  the  future. 

Development  Assistance  Fund 

The  FY  1996  request  of  $1.3  billion  for  the  Development  Assistance  Fund  will 
support  programs  aimed  at  improving  the  economic  and  social  well-being  of  developing 
countries.    By  using  an  integrated  portfolio  of  activities  aimed  at  promoting  broad-based  and 
sustainable  economic  growth,  stabilization  of  population  growth  rates,  protection  of  the 
environment  and  increased  democratic  participation  in  open  governments,    USAID  strives  to 
create  the  economic  and  social  stability  needed  for  the  next  wave  of  U.S.  trading  partners  to 
evolve  and  increase  our  democratic  allies  around  the  world. 

The  assistance  that  the  U.S.  taxpayers  provide  to  the  developing  world  is  ultimately  in 
the  U.S.  self  interest.    USAID's  programs  address  the  primary  causes  of  social  instability 
and  underdevelopment  by  joining  in  partnership  with  the  government  and  citizens  of  that 
country  to  address  mutually  identified  problems.    Thus,  while  addressing  problems  in  any 
one  of  our  four  major  goals,  "ve  also  can  achieve  the  facilitation  of  progress  in  the  other 


^  ~  represents  appropriated  level  before  proposed  recission  of  $92.5  million. 

2 


159 


areas.   This  is  because  our  programs  aim  at  increasing  participation  and  empowerment;  the 
impact  of  our  activities  is  felt  far  beyond  any  one  specific  development  problem.    This  is 
what  sustainability  is  all  about  -  it  is  also  the  process  to  create  lasting  trade  and  social 
linkages  between  the  U.S.  and  the  developing  world. 

Development  Fund  for  Africa 

The  DFA,  the  single  development  account  for  sub-Saharan  Africa,  was  created  to 
provide  the  tools  needed  to  focus  and  concentrate  development  resources  in  a  limited  number 
of  countries  in  sub-Saharan  Africa  that  need  the  assistance  and  can  make  best  use  of  our 
resources.    These  countries  are  targeted  because  of  their  need,  their  commitment  to  the 
sustainable  development  process  and  the  improvement  of  the  lives  of  their  people.    US  AID 
believes  that  the  $802  million  requested  for  the  DFA  represents  a  sound  and  prudent 
investment  in  the  future  of  a  continent  of  a  half  a  billion  people.   There  has  been 
extraordinary  progress  in  a  number  of  sub-Saharan  African  countries  in  the  consolidation  of 
democracy  and  the  creation  of  free  and  open  markets.    US  AID  is  convinced  that  the 
investments  we  make  right  now  in  providing  sustainable  development  assistance  to  sub- 
Saharan  Africa  will  help  suve  off  and  minimize  the  amounts  we  might  otherwise  commit  to 
humanitarian  and  disaster  assistance.    In  1992,  sub-Sahara  Africa  imported  $63  billion  worth 
of  merchandise.    The  U.S.  share  is  10  percent  and  growing  fast.  U.S.  development 
assistance  programs  and  USAID's  presence  on  the  ground  will  assure  that  the  U.S.  share  of 
that  market  will  expand  along  with  the  African  economy. 

The  vast  majority  of  DFA  resources  are  used  in  those  countries  in  sub-Saharan  Africa  that 
are  making  progress  in  democratic  governance,  economic  policy  and  performance,  and 
protection  of  human  rights.    Because  of  this  performance-based  budgeting  concept,  USAID- 
supported  programs  have  been  closed  in  3  countries  last  year  and  USAID  is  quickly  phasing 
out  activities  in  six  other  sub-Saharan  African  countries. 

USAID  Guarantee  Programs 

USAID's  credit  guarantee  programs  include  the  Microenterprise  and  Other  Credit 
Guarantee  program,  a  new  Enhanced  Credit  program  and  the  Housing  Guarantee  program. 
All  of  these  guarantee  programs  share  the  common  goal  of  addressing  credit  restraints  in  the 
nascent  market  economies  of  developing  countries.    These  programs  enable  people  to  feed 
themselves  and  their  families  better,  educate  their  children,  improve  their  health,  and 
upgrade  housing  standards.    Ultimately,  the  goal  of  all  USAID  credit  programs  is  to  allow 
the  citizens  of  the  developing  world  to  concentrate  on  something  beyond  tlieir  next  meal  and 
free  up  the  economic  growth  potential  of  the  next  generation  of  U.S.  economic  partners. 
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Microenterprise  and  Other  Credit  Programs 

These  requested  appropriations  (totalling  $12,000,000  for  the  cost  of  direct  loans  and 
loan  guarantees  and  $2,500,000  in  administrative  costs  in  FY  1996)  cover  the  cost  of  direct 
loans,  loan  guarantees  and  administrative  costs  associated  with  these  programs.    Included  for 
the  first  time  this  year  is  the  Enhanced  Credit  Program  (ECP),  intended  to  introduce  the 
concept  of  market  rate  loans  and  loan  guarantees  to  the  USAID  sustainable  development 
agenda.   It  will  allow  USAID  to  leverage  its  resources  more  effectively.   For  example,  the 
FY  1996  request  of  $10  million  is  expected  to  leverage  approximately  $70  million  in  loans 
and  guaranties.    This  program  will  be  used  to  help  move  countries  on  the  cusp  toward 
graduation  from  U.S.  economic  assistance. 

The  Micro  and  Small  Enterprise  Development  program  combined  with  the  ECP  are 
grassroots  programs.    They  are  designed  to  help  poor  people  create  employment  for 
themselves,  acquire  incomes,  build  assets  and  join  in  the  strengthening  of  the  formal  sector 
of  the  economy.   Microenterprise  and  small  loan  programs  provide  the  bridge  to  society  for 
poor  people  -  yho  until  now  have  had  no  real  connection  to  the  economic  mainstream. 

Housing  Guarantee  Program 

This  USAID  program  extends  guaranties  to  U.S.  private  sector  investors  who  make 
loans  to  developing  countries  to  support  the  formulation  and  implementation  of  sound 
housing  and  community  development  activities.   These  activities  are  targeted  exclusively  to 
meet  the  needs  of  lower  income  groups  in  the  assisted  country.   The  FY  1996  request  for 
these  activities  total  $16,760,000  for  loan  guaranties  and  $7,240,000  for  administrative  costs. 
This  request  will  leverage  approximately  $141  million  in  housing  guaranties. 

International  Disaster  Assistance 

These  funds  support  emergency  relief  efforts.   They  also  are  used  to  improve  the 
capacity  of  foreign  nations  to  prepare  and  plan  for  disasters,  mitigate  their  effect,  and  teach 
prevention  techniques  increasing  the  skills  available  locally  to  respond  when  disaster  strikes. 

Funding  in  this  appropriation  will  also  underwrite  longer-term  rehabilitation  and 
recovery  efforts  for  countries  emerging  from  complex  crises.    This  work  is  managed  by  the 
USAID  Office  of  Transition  Initiatives  and  focuses  on  the  special  post-crisis  needs  of  nations 
that  are  not  addressed  by  either  emergency  relief  or  long-term  development  programs.    These 
efforts  are  designed  to  help  nations  return  to  the  path  of  sustainable  development,  prevent 
crises  from  becoming  more  impacted,  and  minimize  the  need  for  future,  ongoing 
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humanitarian  and  disaster  relief.    Funding  costs  for  assisting  Iraqi  Kurds,  previously 
provided  by  the  Department  of  Defense,  is  also  included  in  this  request  of  $200  million. 

Operating  Expenses 

This  appropriation  covers  the  salaries  and  other  support  costs  associated  with  the 
operations  of  US  AID  world  wide.    Operating  Expenses  for  USAID's  Inspector  General,  and 
the  costs  associated  with  the  administration  of  USAID's  credit  programs  are  requested 
separately. 

Since  the  beginning  of  1994,  USAID  has  abolished  more  than  90  (25%) 
organizational  units,  consolidated  bureaus  and  support  facilities  and  eliminated  unnecessary 
supervisory  and  administrative  layers  in  its  headquarters.    By  1996,  USAID  will  have  closed 
15  overseas  missions.    In  FY  1996,  USAID  will  continue  to  reduce  staff  in  both  Washington 
and  overseas  and  to  reengineer  it  management  systems  to  increase  efficiency  and  free  field 
managers  to  focus  on  results.    While  staffmg  levels  have  decreased  by  10%  and  are  projected 
to  decrease  further,  the  current  funding  request  of  $529  million  includes  the  short-term,  up- 
front costs  of  closing  some  of  our  bilateral  country  missions,  implementing  our  management 
reforms  and  the  costs  associated  with  our  headquarters  consolidation. 

Inspector  General  Operating  Expenses 

These  funds  cover  both  the  domestic  and  overseas  operations  of  USAID's  Inspector 
General. 

Foreign  Service  Retirement  and  Disability  Fund 

These  funds  cover  the  mandatory  costs  associated  with  the  inclusion  of  USAID 
foreign  service  employees  in  the  fiind. 

Economic  Support  Fund 

The  Economic  Support  Fund  advances  economic  and  political  foreign  policy  interests 
of  the  United  States.   To  Uie  extent  feasible,  the  use  of  ESF  conforms  to  the  basic  policy 
directions  underlying  our  sustainable  development  assistance.    ESF  can  finance  balance  of 
payments  and  economic  stabilization  programs,  frequently  in  a  multi-donor  context. 

The  FY  1996  request  of  $2,494,300  will  be  used  to  support  countries  in  transition, 
such  as  Haiti  and  Cambodia  and  to  promote  peace  and  stability  in  such  countries  as  Israel, 
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Egypt,  West  Bank  and  Gaza,  Turkey,  Ireland  and  Cyprus. 

Assistance  for  Eastern  Europe  and  the  Baltics 

This  funding  supports  activities  authorized  under  the  Support  for  Eastern  European 
Democracy  (SEED)  Act  of  1989.   These  programs  help  establish  open  market  economies, 
build  democratic  institutions,  and  establish  linkages  to  the  democracies  of  the  west.    USAID 
assistance  helps  provide  the  skills  and  attitudes  of  a  modem  accountable  state,  strengthen  the 
rule  of  law,  and  advance  the  restructuring  of  these  formerly  socialist  economies.    The  FY 
1996  request  is  $480  million  which  includes  $60  million  for  the  reconstruction  of  Bosnia. 

Assistance  to  the  New  Independent  States  of  the  Former  Soviet  Union 

These  funds  support  the  activities  established  under  the  FREEDOM  Support  Act. 
USAID 's  assistance  supports  the  fundamental  U.S.  foreign  policy  goals  of  consolidating 
improved  U.S.  security,  building  a  lasting  partnership  with  the  individual  New  Independent 
States  and  providing  access  to  each  other's  markets,  resources  and  expertise.   The  FY  1996 
request  is  $788  million. 

P.L.  480  Food  for  Peace  Programs 

USAID's  Food  for  Peace  programs  provide  both  humanitarian  and  sustainable 
development  assistance  in  the  form  of  U.S.  agricultural  commodities.   In  addition,  P.L.  480 
also  funds  the  farmer-to-farmer  exchange  program  and  a  grant  program  to  U.S.  private 
voluntary  organizations  and  cooperatives  implementing  P.L.  480  activities. 

Title  II  provides  resources  to  U.S.  PVOs  and  the  World  Food  Program  to  implement 
sustainable  development  programs  targeted  to  improve  the  food  security  of  needy  people  ~ 
either  by  the  direct  distribution  of  agricultural  commodities  or  the  use  of  local  currencies 
generated  by  the  sale  of  these  commodities  in  the  recipient  country.   Title  II  also  provides 
the  vast  majority  of  U.S.  food  assistance  used  to  respond  to  emergencies  and  disasters  around 
the  world.    The  FY  1996  request  is  $795,703  million. 

The  Title  III  bilateral  grant  program  provides  country-to-country  grants  of  agricultural 
commodities  to  improve  food  security  in  the  developing  country.   These  programs  are  tightly 
targeted  on  the  least  food-secure  countries  and  meet  the  specific  criteria  established  in  Title 
III  by  the  1990  legislation.   The  FY  1996  request  is  $50  mUlion. 
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FISCAL  RESPONSIBILITY 


Mr.  Callahan.  Thank  you,  and  I  suppose  everyone  on  this  com- 
mittee would  Hke  to  faciHtate  your  request  for  an  increase.  There 
are  some  in  Congress  who  probably  would  like  a  pay  raise.  But 
nevertheless,  we  realize  that  this  is  not  the  time  for  a  pay  raise, 
nor  is  it  time  to  increase  foreign  aid;  that  we  have  a  fiscal  respon- 
sibility. 

You  know  our  mission;  we  don't  disagree  with  your  mission.  We 
want  human  rights  protected,  we  want  people  fed,  we  want  medi- 
cine delivered,  we  want  technology  shared,  we  want  all  of  that.  But 
we  have  to  recognize  and  sort  of  chastise  the  administration,  not 
only  this  administration  but  past  administrations,  that  every  time 
a  nation  gets  in  trouble  or  every  time  a  foreign  leader  comes  to  this 
country  and  they  raise  a  glass  of  wine  in  toast,  there  is  always  a 
price  tag  to  it — we  will  give  you  a  billion  dollars,  we  will  build 
homes  for  your  soldiers.  What  we  are  trying  to  convey  to  the  ad- 
ministration is  that  we  have  a  fiscal  problem  in  this  country. 

We  are  headed  towards  bankruptcy;  and  if  we  don't  stop  the  di- 
rection that  we  are  headed  in,  then  we  are  not  going  to  be  able  to 
help  any  of  these  people  with  anything. 

So  as  we  go  through  this  process,  we  want  you  to  understand 
that  we  appreciate  your  mission,  that  we  are  just  as  concerned 
about  people  with  AIDS  in  Africa,  or  we  are  just  as  concerned 
about  dying  children  as  anybody.  But  at  the  same  time,  in  order 
to  get  our  fiscal  situation  back  to  a  reasonable  position,  we  are 
going  to  have  to  recognize  that  not  only  foreign  aid  but  every  area 
of  government  is  going  to  have  to  stop  spending  so  much  money 
until  such  time  as  we  can  be  financially  better  off  than  we  are  now. 

Ms.  Bellamy,  there  have  been  a  lot  of  tomatoes  thrown  at  Mr.  At- 
wood  in  the  past  three  or  four  months.  And  while  they  haven't  been 
thrown  by  me  or  people  on  this  committee,  we  are  going  to,  with 
your  indulgence,  let  Mr.  Atwood  sit  here  for  a  while  and  then  hear 
from  you. 

Ms.  Bellamy.  Fine. 

Mr.  Callahan.  Mr.  Livingston. 

reorganization 

Mr.  Livingston.  Thank  you,  Mr.  Chairman. 

Welcome,  Mr.  Atwood,  Ms.  Bellamy.  "* 

Obviously,  these  are  uncertain  times,  as  you  have  gleaned  from 
the  Chairman's  comments;  and  there  have  been  a  number  of  pro- 
posals floated  for  the  future  of  AID,  as  you  are  well  aware.  The 
ideas  which  propose  the  reorganization  of  AID  presumably  are 
based  on  the  belief  that  business  could  be  done  better. 

I  know  that  when  you  took  over  you  felt  that  there  were  prob- 
lems. Mr.  Obey  expressed  his  concern  about  the  way  AID  did  its 
business  before  you  came  on  the  job.  And  I  would  just  like  to  hear 
from  you  about  your  response  to  those  critics  who  would  complain 
that  AID  grant  programs  are  usually  won  by  "Beltway  bandits,"  or 
that  groups  with  great  experience  in  grant  applications,  but  poor 
performance  records,  win  the  best  contracts,  or  that  AID  contracts 
out  the  project  design  process  and  then  allows  the  project  designers 
to  bid  and  win  the  contract  to  carry  out  the  project. 
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Could  AID  be  conducting  its  business  in  better  fashion? 

And  what  do  you  say  to  those  who  believe — and  apparently  they 
are  becoming  legion,  among  them  Senator  Helms,  maybe  possibly 
even  the  Secretary  of  State,  Mr.  Christopher,  and  others — who  be- 
lieve that  perhaps  AID  might  be  better  organized  if  it  were  encom- 
passed within  the  State  Department? 

AID  CONTRACTS 

Mr.  Atwood.  Thank  you,  Mr.  Chairman,  for  giving  me  an  oppor- 
tunity to  answer  some  of  those  concerns.  They  are  legitimate. 

I  think  we  have  made  major  progress.  Perfection  is  always  out 
there  over  the  next  horizon,  and  we  will  continue  to  seek  it,  as 
Americans  tend  to  do.  But  we  have  done  a  lot  of  things  to  change 
the  reality,  and  we  hope  the  perception  will  catch  up  with  those 
changes. 

First,  wi^h  respect  to  a  limited  number  of  contractors,  we  have 
aggressively  pursued  outreach  activities  to  make  USAID's  procure- 
ment needs  more  widely  known.  Recent  statistics  show  that  a 
major  portion  of  our  contracts  are  now  way  outside  the  Beltway,  all 
the  way  to  the  West  Coast  and  the  Midwest  and  the  South.  We 
have  increased  the  amount  of  our  development  assistance  that  is 
going  to  private  voluntary  organizations  as  opposed  to  contractors. 
The  share  has  gone  up  from  19  percent  in  1989  to,  now,  32  percent, 
and  we  are  contemplating  ways  in  which  we  can  increase  that  even 
further. 

We  have  given  seminars  all  over  the  country  on  how  to  apply  for 
USAID  grant  or  USAID  contract.  It  is  a  very  complicated  process. 
We  have  tried  to  simplify  the  process  within  the  context  of  U.S. 
procurement  laws,  which  of  course  bind  us. 

We  don't  allow  project  designers  to  bid  any  longer  on  the  contract 
that  they  have  designed.  That  has  created  a  lot  of  controversy,  and 
made  a  lot  of  people  angry,  but  we  changed  that. 

FINANCIAL  MANAGEMENT  SYSTEM 

We  are  adopting  a  method  of  managing  by  strategic  objectives, 
requiring  missions  to  define  what  they  intend  to  accomplish,  and 
then  letting  them  have  the  authority  to  go  out  and  actually  get  it 
done.  We  are  saying  to  them  that  the  Congress  and  the  American 
people  want  to  see  the  results  that  we,  as  an  agency,  achieve.  We 
are  putting  a  premium  on  the  need  to  show  progress  toward 
achieving  the  intended  results. 

We  have  created  a  new  financial  management  system  that  is  su- 
perior to  every  other  one  in  government,  and  nine  government 
agencies  have  asked  us  for  that  system.  We  have  created  a  procure- 
ment planning  and  acquisition  system  that  is  superior  to  any  in 
government,  and  other  government  agencies  are  seeking  to  have 
those  systems. 

We  reinvented,  we  reformed,  and  we  reengineered  the  way  we  do 
business.  We  used  a  corporate  technique,  business  area  analyses, 
to  look  at  all  of  the  steps  that  it  takes  to  get  from  here  to  there 
and  changed  our  systems  and  processes  to  change  or  eliminate 
many  of  those  steps.  We  reduced  the  amount  of  time  to  go  from 
project  idea  to  implementation  from  twenty-seven  months  to  six 
months.  I  am  very  proud  of  what  we  accomplished. 
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We  had  a  briefing  for  the  Ferris  Commission  that  was  appointed 
by  the  Bush  Administration  to  study  USAID  management  prob- 
lems. Four  out  of  five  members  were  members  of  the  RepubHcan 
Party,  one  was  a  Democrat.  One  of  the  RepubUcan  members  said 
that  this  is  the  most  dramatic  transformation  of  a  government 
agency  he  had  ever  seen.  I  was  very  pleased  with  that.  All  of  those 
people  have  now  taken  the  position  that  this  would  not  be  the  time, 
as  they  had  recommended  earlier,  to  merge  USAID  into  the  State 
Department.  They  are  opposed  to  that.  They  supported  that  before, 
given  the  management  conditions  that  they  saw. 

I  believe,  as  I  said  in  my  opening  remarks,  Mr.  Chairman,  that 
it  is  essential  that  the  USAID  Administrator  report  to  the  Sec- 
retary of  State  as  well  as  to  the  President,  that  he  or  she  operate 
under  the  foreign  policy  guidance  of  the  Secretary  of  State,  and  the 
Agency  be  responsive  when  there  are  urgent  foreign  policy  needs. 
But  at  the  same  time,  we  have  an  Agency  that  is  made  up  of  people 
that  know  how  to  manage  development  programs. 

The  training  that  I  received  as  a  foreign  service  officer  in  the 
State  Department  was  not  to  manage  programs.  I  gained  that 
knowledge  by  other  means.  The  State  Department's  mission  is  to 
report  on  what  is  going  on  in  other  countries,  to  make  sure  that 
there  are  good  diplomatic  relations  with  other  countries  and  to 
handle  crises. 

Our  job  is  to  prevent  crises.  Our  job  is  to  help  countries  develop 
themselves  so  USAID  can  then  leave  those  countries.  It  was  ex- 
ceedingly difficult,  I  can  assure  you,  to  announce  that  we  are  clos- 
ing out  of  27  different  countries.  If  I  were  at  the  State  Department, 
I  would  have  fought  every  one  of  those  moves,  because  the  pre- 
mium at  the  State  Department  is  good  relations.  And  to  close  out 
a  USAID  mission  suggests  that  maybe  we  are  going  to  lose  influ- 
ence in  that  country,  that  we  are  not  going  to  be  able  to  have  as 
good  relationships  with  those  countries.  That  is  just  the  bureau- 
cratic predisposition  of  the  State  Department,  and  I  respect  it.  But 
it  is,  I  think,  why  we  need  to  be  different. 

REORGANIZATION 

Mr.  Livingston.  I  appreciate  your  answer,  but  can  you  explain 
for  me  then  why  the  proponents  of  such  a  merger  claim — that. by 
merging  AID  and  maybe  a  few  other  incidental  agpncies  into  the 
State  D^partmjept,  they  estimate  that  th^  c^n  save  up  to  $9  bil- 
lion? I  think  l^at  is  the  estimate  I  hear. 

Mr.  Atwood.  Mr.  Chairman,  the  only  way  that  cdtild  ^hafJpen^  is 
if  the  missions  are  stopped,  if  the  work  that  we  are  doing  on  the 
program  side  is  stopped.  The  Ferris  Commission  itself  estimated 
that  a  merger  would  cost  more  money  if  you  kept  the  mission  in- 
tact. 

There*  is*  a»  serious  question  and  that  is  what  I  think  we  ought 
to  have  the  debate  on.  Do  we^need  to  do  de^elopnftnt  work?  Is  this 
in  our  national  interest?  Is  tliis  an  investment  in  the  future?  That 
is  a  question  that  is  being  debated  all  the  time,  and  it  is  certainly 
being  debated  now.  But  if  that  mission  is  important — and  the  Vice 
President  recently  decided  it  was  important — then  it  doesn't  make 
any  sense,  at  least  in  his  view,  to  do  that  mission  out  of  the  State 
Department. 
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Bigger  is  not  necessarily  better,  and  that  is  a  principle  of  the 
reinvention  philosophy  that  has  motivated  the  Administration,  and 
motivates  people  up  here,  including  Speaker  Gingrich,  who  is  a 
real  advocate  of  reinventing  both  the  Congress  and  the  executive 
branch.  Bigger  is  not  necessarily  better.  It  is  not  necessarily  more 
efficient.  We  think  that  we  can  manage  this  program  a  lot  more  ef- 
ficiently and,  indeed,  that  over  the  next  three  years  we  are  pre- 
pared to  take  further  cuts.  We  want  to  see  those  cuts  done  in  a  re- 
sponsible way  so  that  we  preserve  American  interests  in  the  proc- 
ess. 

Mr.  Livingston.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  Thank  you,  Mr.  Chairman. 

Mr.  Obey. 

Mr.  Obey.  Thank  you,  Mr.  Chairman. 

Mr.  Atwood,  I  can't  help  but  be  struck  by  what  an  incredible 
waste  of  time  it  is  for  this  subcommittee  to  once  again  be  listening 
to  the  wizards  in  other  places  in  this  town  who  think  that  the  most 
important  issue  is  what  kind  of  organizational  box  structure  we 
have. 

As  you  know,  my  favorite  philosopher  is  Archie,  the  Cockroach. 
And  Archie  said  once — he  said,  you  know  what  matters  in  human 
affairs  is  not  so  much  the  system  you  have;  what  matters  is  what 
men  do  with  whatever  system  they  happen  to  have.  And  I  think 
that  is  a  fact. 

I  can  remember  being  immensely  frustrated  when  the  Carter  ad- 
ministration dissipated  its  energy  by  arguing  about  who  was  going 
to  fill  what  administrative  boxes  in  their  beautifully  elegant  reor- 
ganization proposal.  And  it  blew  away  their  ability  to  focus  on 
things  that  were  a  hell  of  a  lot  more  important  in  this  field.  And 
as  has  been  indicated,  we  have  had  the  Woods  Report,  we  have  had 
the  Ferris  Report,  we  have  had  other  reports  ad  nauseam  through 
the  years.  And  I  think  the  problem  is  very  simple. 

In  government,  when  you  have  people  who  know  what  they  are 
doing  in  managing  an  agency,  the  agency  works  well;  and  when 
you  don't,  it  is  all  screwed  up,  and  AID  has  been  a  perfect  example 
of  that.  And  I  cannot  think  of  an  agency  that  has  had  a  greater 
improvement  in  the  management  of  the  operation  than  has  AID 
under  your  leadership.  I  don't  know  why  we  ought  to  be  surprised 
that  any  Secretary  of  State,  or  any  other  agency  head  for  that  mat- 
ter, would  want  to  think  some  time  about  a  reorganization  that 
might  add  to  their  agency's  power. 

Have  you  ever  met  a  bureaucrat  yet  who  didn't  want  to  add  to 
his  power?  I  sure  as  the  devil  haven't.  I  mean,  to  me,  the  idea  that 
AID  would  be  folded  in  or  that,  for  that  matter,  the  Arms  Control 
Agency  would  be  folded  into  the  State  Department  is  ludicrous. 

The  State  Department  will  always  find  a  reason  to  find  some 
other  country  in  compliance  on  arms  control.  They  will  always  find 
a  political  reason  to  do  that,  because  they  always  have  a  whole 
other  set  of  relationships  with  the  country  in  question. 

But  the  Arms  Control  Agency  is  supposed  to  be  the  one  agency 
we  can  rely  on  to  call  it  straight,  so  that  we  know  whether  or  not 
a  country  is  in  compliance  with  their  agreements  on  arms  control. 
And  God  help  us  if  we  ever  put  it  in  the  hands  of  the  striped-pants 
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boys  who  have  other  considerations  in  dealing  with  these  other 
countries. 

With  respect  to  AID,  I  want  to  see  aid  ended  someday  to  most 
countries.  I  don't  want  to  see  it  under  the  State  Department,  so 
that  AID  programs  are  always  a  political  consideration  in  our  rela- 
tionships with  other  countries.  Yes,  they  have  to  be  taken  into  ac- 
count. But  it  just  seems  to  me  that  what  we  want  is  an  agency 
which  is  looking  at  the  long  term  rather  than  the  short  term.  And 
I  don't  think  when  State  Department  is  dealing  with  the  day-to-day 
alligators  that  they  have  to  wrestle  with,  that  they  have  a  tendency 
to  think  very  long  term,  under  any  Secretary  of  State,  because  the 
pressures  are  too  immense. 

So  I  just  think  it  is  an  incredible  waste  of  time  with  all  of  the 
problems  that  we  have  in  trying  to  figure  out  what  will  work  in 
Russia,  in  Africa.  We  piddle  away  our  time  talking  about  what  the 
organizational  structure  is  going  to  look  like.  That  is  another  in- 
side-the-Beltway  Washington  game  that  may  be  fun,  but  it  sure  as 
hell  doesn't  contribute  very  much  to  moving  these  programs  for- 
ward, to  be  very  blunt  about  it.  And  I  think  the  people  in  the 
State — or  I  mean  in  the  administration  who  want  to  continue  to 
waste  their  time  thinking  about  it  are  not  focusing  on  what  the 
major  problems  are. 

I  guess  what  I  would  ask  is — my  understanding  is  that  the  Vice 
President  has  determined  that  it  is  the  administration's  position 
that  the  structure  should  be  left  as  is.  Isn't  that  correct? 

Mr.  Atwood.  That  is  essentially  right,  Mr.  Obey.  The  Vice  Presi- 
dent, however,  also  wants  us  to  look  at  whether  or  not  there  are 
duplications  that  can  be  ended  that  will  save  us  money. 

Mr.  Obey.  Absolutely. 

Mr.  Atwood.  And  we  must  do  that. 

I  want  to  make  one  thing  clear  about  the  Secretary's  position  on 
this  as  well.  The  Secretary  asked  that  everybody  be  looked  at  here. 
He  didn't  advocate,  when  this  thing  started,  a  particular  position. 
When  we  got  into  the  study,  we  presented  a  number  of  positions 
inside  the  executive  branch.  But  he  was  not  an  advocate  of  a  merg- 
er. He  asked  that  it  be  looked  at  to  see  if  there  could  be  savings 
that  would  accrue  from  that  kind  of  movement. 

The  Vice  President  looked  at  it  very  intensively. 

Mr.  Obey.  I  understand  that.  But  we  also  know  there  are  some 
lower  level  characters  in  the  State  Department  who  are  continuing 
to  play  games  with  this  long  after  they  have  gotten  their  marching 
instructions.  They  have  got  trouble  enough  justifying  their  own  ex- 
istence, let  alone  trying  to  mess  around  with  somebody  else's  oper- 
ation. And  you  know  who  I  am  talking  about. 

Mr.  Atwood.  No  comment. 

Mr.  Obey.  Let  me  ask  one  substantive  question. 

FORMER  SOVIET  UNION 

What  is  your  agency's  view  of  what  can  be  done  to  make  aid  in 
a  former  Soviet  Union  more  effective?  And  what  do  you  think  the 
principal  thing  is  we  ought  to  be  focusing  on  in  Africa  so  that  10 
years  from  now  we  are  not  looking  at  the  same  basket  case  that 
we  appear  to  be  looking  at  right  now? 
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Mr.  Atwood.  Those  are  two  very  different  challenges  for  us.  In 
the  case  of  the  former  Soviet  Union,  in  particular  in  Russia,  we  are 
talking  about  a  highly  educated  public  but  one  that  needs  to  be  re- 
educated. We  have  got  to  try  to  take  every  opportunity  to  move  as 
quickly  as  possible  to  create  irreversible  change  on  the  ground.  If 
we  can  find  a  government  ministry,  such  as  the  one  that  was  run 
by  Minister  Chubays,  who  is  now  the  Deputy  Prime  Minister, 
which  cares  deeply  about  privatization,  creating  private  property, 
understanding  the  concepts  of  a  private  market  economy,  then  we 
should  work  through  that  organization  to  get  the  job  done  quickly. 
And  we  did  it;  we  got  over  60,000  small-  and  medium-sized  busi- 
nesses privatized. 

We  have  got  to  work,  obviously,  with  others  at  the  grass  roots 
and  in  the  government,  if  there  are  reformers  within  the  govern- 
ment, to  create  irreversible  change,  to  give  people  in  Russia  a  stake 
in  the  new  private  economy  that  is  emerging  and  to  give  them  a 
stake  in  the  new  political  system  that  is  emerging. 

There  was  a  lot  of  controversy  recently  when  the  Russian  Gov- 
ernment decided  to  go  into  Chechnya.  The  thing  that  we  should 
recognize  is  that  the  policy  was  severely  criticized  by  the  Russian 
people.  It  was  criticized  by  the  press,  which  we  have  helped  to  de- 
velop. It  was  criticized  by  the  new  politicians  of  that  society  that 
we  have  helped  to  educate  about  the  role  of  politics  in  a  democratic 
society. 

That  indicates  that  we  have  already  created  a  significant  amount 
of  change  in  that  society.  Not  all  of  our  programs  have  worked 
equally  well,  because  we  haven't  had  that  opportunity,  we  haven't 
developed  the  partnerships.  We  have  to  keep  trying  and  under- 
stand what  American  interests  are  in  that  program. 

AFRICA 

Africa  is  a  slightly  different  challenge,  because  in  many  countries 
in  Africa  you  don't  have  that  human  capacity  developed  yet.  One 
of  the  unfortunate  aspects  of  the  coloniaJists  was  that  they  didn't 
care  as  much  about  the  education  and  health  of  those  societies  as 
they  did  about  exploiting  the  natural  resources.  If  Africa  does  get 
the  help  it  needs  in  the  human  capacity-building  areas,  I  believe 
they  have  great  potential. 

One  nice  thing  about  the  end  of  the  Cold  War  is  that  we  don't 
have  these  great  ideological  debates  in  places  like  Africa  over  the 
benefits  of  communist  or  socialist  systems  versus  a  capitalist  sys- 
tem. We  now  have  countries  that  want  to  develop  free  markets, 
that  want  to  develop  democracy,  and  they  are  asking  for  our  help. 
It  seems  to  me  that  those  are  the  countries  we  should  be  working 
in. 

ECONOMIC  FREEDOM 

I  want  to  say  one  other  thing.  The  Heritage  Foundation  people 
came  over  to  visit  with  me,  and  they  have  put  out  an  index  of  eco- 
nomic freedom.  I  realized  they  had  come  here,  and  I  am  concerned 
that  there  might  have  been  some  degree  of  polarization  created  by 
our  different  views  of  their  index. 

We  agree  with  the  notion  that  economic  freedom  ought  to  be  a 
premium  in  the  development  process.  We  agree  that  a  country 
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ought  to  commit  itself  to  economic  policy  reforms  necessary  to  cre- 
ate a  free  market  system  that  works.  They  ought  to  commit  them- 
selves to  a  lot  of  those  things. 

HUMAN  RIGHTS 

We  also  believe  they  should  commit  themselves  to  a  policy  of  re- 
specting the  human  rights  of  their  citizens  and  allowing  their  citi- 
zens to  participate  in  the  development  process.  A  combination  of 
those  two  things  creates  progress  in  development.  Those  are  the 
kinds  of  criteria  we  look  at  when  deciding  to  have  an  assistance 
program  in  a  given  country. 

We  don't  want  to  work  in  countries  where  we  cannot  succeed,  be- 
cause we  are  putting  a  premium  in  this  new  U.S.  AID  on  achieving 
results  with  the  American  taxpayers'  dollars. 

Mr.  Obey.  Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  Mr.  Obey,  if  I  might  respond  to  some  of  your 
comments.  I  know  you  think  during  the  past  two  years  I  wasn't 
paying  a  lot  of  attention  to  you,  but  I  was.  I  was  listening.  And  I 
certainly  agree  with  your  philosophy  today.  I  don't  know  who  Ar- 
chie the  cockroach  is. 

Ms.  Pelosi.  Archie. 

REORGANIZATION 

Mr.  Callahan.  But  I  do  know  Dogpatch,  U.S.A.,  and  I  think  we 
have  a  situation  here  very  similar  to  that.  Going  into  Dogpatch, 
they  had  a  hairpin  curve  on  the  edge  of  a  cliff,  and  the  people  com- 
ing into  Dogpatch  kept  rolling  off  the  cliff. 

So  they  had  a  town  hall  meeting  similar  to  the  administration 
meeting  here  now  on  AID,  and  they  wanted  to  know  what  could 
they  do  to  stop  all  of  these  accidents.  People  were  breaking  their 
arms  and  breaking  their  necks,  breaking  their  legs.  So  they  all  got 
together  and  they  decided  that  the  solution  was  to  build  a  hospital, 
rather  than  to  straighten  out  the  curve. 

I  think  that  is  what  the  administration  is  telling  us  to  do,  and 
they  are  forgetting  about  the  fact  that  we  are  on  a  hairpin  curve 
and  we  have  got  to  straighten  out  that  curve  or  either  slow  down 
the  traffic  in  some  manner. 

But  I  will  agree  with  you  further  that  it  might  not  be  this  com- 
mittee's responsibility  to  do  this.  We  are  an  Appropriations  Com- 
mittee. We  have  a  committee  in  Congress  called  the  International 
Relations  Committee.  It  would  appear  to  me,  if  there  were  going 
to  be  congressional  reform,  it  ought  to  initiate  in  that  committee 
and  they  ought  to  reform  it,  if  they  want  to,  work  with  the  admin- 
istration, work  with  AID,  work  with  the  State  Department,  and 
then  come  to  us  and  tell  us  how  much  money  they  need  to  restruc- 
ture it.  But  I  don't  think  this  committee  is  going  to  have  the  time 
or  the  resources  or  the  strong  desire  to  reorganize  AID. 

Some  day — in  the  next  few  weeks  I  may — my  mind  may  be 
changed,  but  at  this  point  I  don't  envision  this  committee  doing 
anything  this  year  other  than  trying  to  hammer  out  some  appro- 
priation bill  that  will  facilitate  the  administration  to  effectively 
carry  out  foreign  policy.  I  just  wanted  to  tell  you,  I  think  I  share 
your  views  about  that. 

Mr.  Packard. 
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Mr.  Packard.  Thank  you,  Mr.  Chairman. 

I  appreciate  the  chance  to  have  met  with  you  yesterday,  Mr.  At- 
wood,  and  again  to  hear  your  testimony  this  morning.  I  would  like 
to  begin  with  a  question  I  ask  every  agency  that  I  have  a  chance 
to  listen  to  as  we  have  our  hearings. 

I  don't  believe  it  is  enough  to  downsize  the  agencies  of  govern- 
ment. I  don't  think  it  is  enough  to  eliminate  duplication,  nor  to  cut 
back  as  you  have  done;  and  I  applaud  you  for  cutting  back  at  least 
twenty-one  and  now  six  additional  missions  throughout  the  coun- 
tries. 

RESTRUCTURING 

I  think  what  we  need  to  look  at,  at  least  at  this  structure  of  gov- 
ernment, is  whether  we  are  doing  the  essential  things  that  our 
mission  calls  for  us  to  do.  That  is  the  fundamental  thing  I  think 
that  every  agency  has  to  look  at  at  this  point  as  we  look  to  restruc- 
ture government.  And  that  means  we  start  with  a  zero  base,  as 
though  we  don't  exist,  as  though  we  have  no  budget.  And  then  we 
look  at  the  mission  that  we  are — the  fundamental  mission  that  cre- 
ated our  agency  and  determine  then  what  is  absolutely  crucial  and 
essential  to  the  fulfillment  of  that  mission. 

And  if  we  start  at  that  zero  base  and  rebuild  our  agencies  this 
year,  or  at  least  within  the  next  several  months,  rebuild  our  agen- 
cies based  upon  those  new  criteria,  the  new  priorities,  it  may  be 
that  we  will  not  only  eliminate  duplication,  but  we  may  eliminate 
some  of  our  functions  totally,  because  they  may  not  fit  within  that 
category  of  what  is  absolutely  crucial  to  the  function  of  our  essen- 
tial mission.  And  I  think  this  agency  needs  to  do  that,  that  you 
would  evaluate  what  can  be  eliminated. 

Supposing  you  were  asked  to  take  a  20  percent  cut  for  the  next 
two  years.  You  have  made  a  20  percent  cut  in  the  last  two  years. 
As  you  mentioned  in  your  testimony.  If  you  were  asked  by  this 
committee  to  make  an  additional  20  percent  cut,  would  you  simply 
cut  back  every  function  of  the  agency  20  percent  or  would  you  cut 
20  percent  of  the  missions,  additionally  to  those,  that  you  have 
done?  And  would  you  cut  back  accordingly  in  your  personnel? 

You  would  probably  reprioritize  and  determine  that  there  are 
some  agencies  that  maybe  even  need  an  increase  of  funding  and 
other  agencies  that  simply  do  not  reach  to  the  top  of  the  priority 
list  and  therefore  would  have  to  be  eliminated.  At  least  I  would  as- 
sume that  is  what  you  would  do.  And  that  is  what  I  am  asking  you 
to  do  with  your  entire  agency,  determine  what  is  cracial  to  the 
function  and  mission  of  your  agency. 

I  think  every  agency  is  going  to  have  to  do  that  if  we  are  going 
to  meet  the  kind  of  budget  requests  that  we  are  in  terms  of  a  bal- 
anced budget  by  2002. 

With  that  in  mind,  I  would  like  your  response  to  that  concept, 
number  one;  and  number  two,  then  I  would  like  you  to  extend  that 
to  the  criteria  that  you  did  use  to  eliminate  or  to  announce  the 
elimination  of  27  missions  throughout  the  country.  What  about 
those  missions  that  brought  you  to  the  point  where  they  are  no 
longer  necessary?  And  are  there  other  missions  in  addition  to  those 
27  that  could  fit  into  some  of  those  same  criteria  if  you  were  called 
upon  to  downsize  your  budget? 
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STRATEGIC  MISSIONS 


Mr.  Atwood.  Thank  you,  Mr.  Packard.  I  enjoyed  our  discussion 
yesterday  as  well. 

This  is  going  to  sound  self-serving,  but  when  I  came  into  this  job 
in  May  of  1993  and  while  I  was  preparing  for  it  in  the  two  months 
before,  I  did  take  a  zero-based  budgeting  approach  to  all  of  this.  I 
really  thought  that  we  had  for  the  first  time,  in  the  post-World 
War  II  period,  an  opportunity  to  look  at  this  objectively,  because 
we  didn't  have  the  Cold  War  hanging  over  our  heads,  and  we  didn't 
have  to  look  at  the  USAID  mission  from  that  perspective. 

We  also  had  to  look  at  the  fact  that  we  had  a  1961  law  that  had 
been  amended  many  times  that  had  given  the  Agency  for  Inter- 
national Development  a  lot  of  different  directives  and  mandates. 
That  was,  of  course,  a  problem  that  we  had  to  accommodate.  The 
Congress  over  the  years  has  taken  an  interest  in  a  lot  of  different 
aspects  of  development  work,  so  we  tried  to  be  zero-based  about 
that  as  well. 

We  said,  what  missions  are  really  crucial  if  we  are  going  to  cre- 
ate an  agency  that  manages  itself  on  the  basis  of  strategic  objec- 
tives? What  should  those  strategic  objectives  be  and  what,  then, 
are  the  tools  that  you  need  to  get  the  job  done  so  you  can  achieve 
results? 

We  also  tried  to  take  a  bit  of  the  pulse  of  the  American  people, 
what  is  it  they  support?  While  a  majority  has  always  supported  for- 
eign aid,  a  large  minority  opposes  foreign  aid.  I  would  have  liked 
to  have  changed  the  name  of  the  agency  to  the  "Social  Security 
Agency"  at  the  time,  but  I  didn't  think  I  would  get  away  with  it, 
I  can  assure  you.  So  we  are  stuck  with  "foreign  aid." 

I  liked  the  San  Francisco  Chronicle  editorial  the  other  day  that 
said  we  ought  to  call  our  aid  program  the  All-American  Aid  pro- 
gram, and  that  is  what  I  think  our  program  is. 

We  decided  on  five  strategic  missions.  One  mission,  the  humani- 
tarian response  mission,  is  something  that  has  broad  support  by 
the  American  people.  Ninety  percent  support  helping  children  or 
refugees  when  they  are  dying.  They  see  these  situations  on  tele- 
vision and  they  want  us  to  respond  to  it.  So  that  is  a  mission  that 
we  have  to  carry  forth,  and  it  is  an  important  one.  But  I  want  it 
to  be  related  to  the  other,  the  development  mission. 

Under  development,  we  decided  to  emphasize  broad-based  eco- 
nomic growth,  which  is  a  traditional  mission  of  our  Agency;  build- 
ing democracy,  because  we  now  understand  that  the  strength  of 
democratic  institutions  has  something  to  do  with  our  ability  to  sus- 
tain economic  growth;  and  stabilizing  population  growth  and  pro- 
tecting health.  If  you  have  rapid  population  growth,  3  percent  or 
higher,  and  you  have  economic  growth  at  3  percent,  you  really  have 
zero  economic  growth.  You  can't  sustain  economic  growth  with 
rapid  population  growth.  That  has  also  been  a  traditional  mission 
that  has  had  bipartisan  Congressional  support. 

The  fourth  mission  is  protecting  the  environment.  We  know  that 
if  you  destroy  your  natural  resource  base,  you  cannot  achieve  eco- 
nomic growth. 

We  believe  that  there  is  a  good  deal  of  consensus  among  the 
American  people  for  those  four  missions.  But  then  we  said,  let's  not 
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just  do  those  separately  in  different  stovepipes;  let's  try  to  look  at 
a  strategic,  integrated  approach.  If  you  are  doing  a  project  in  de- 
mocracy to  strengthen  the  civil  society,  our  integrated  approach 
would  suggest  that  you  create  an  NGO  that  also  is  concerned  about 
economic  growth  or  the  environment.  We  also  believed  that  we 
needed  to  create  a  system  to  measure  results  that  we  have 
achieved  and  would  then  be  used  to  demonstrate  the  impact  of  our 
assistance. 

We  looked  at  every  single  one  of  the  countries  in  which  we  had 
USAID  missions  and  we  decided,  at  least  initially,  to  close  out  21, 
either  because  those  countries  had  enough  trade  and  investment 
that  we  didn't  have  to  be  there  any  more  with  concessional  grant 
assistance,  or  because  they  simply  were  not  performing.  They  were 
not  governments  that  cared  about  the  development  of  their  own  so- 
cieties. 

Our  chances  of  achieving  results  and  success  were  zero,  we 
thought,  in  places  like  Zaire  and  Togo  and  Cameroon  and  the  like. 
So  we  moved  out  of  those  countries  altogether.  We  are  now  up  to 
27  close-out  countries,  using  the  same  criteria. 

There  were  a  few  other  countries  that  were  just  too  expensive  to 
operate  small  programs  in;  we  moved  out  of  those  countries  as  well. 
We  are  looking  very  seriously  now  at  the  possibility  of  moving  fur- 
ther toward  working  through  private  voluntary  organizations  in 
some  of  those  countries. 

As  I  told  you  privately  yesterday,  Mr.  Packard,  the  great  success 
of  our  development  program  is  that  we  are  able  to  tap  into  the 
American  society,  to  our  university  community,  to  our  private  vol- 
untary organizations,  to  the  great  ingenuity  of  our  small  busi- 
nesses, the  ingenuity  that  makes  America  great.  That  is  what 
makes  us  the  best  development  agency  in  the  world.  We  want  to 
do  more  of  that. 

We  increased  the  percentage  of  development  assistance  funds 
going  through  Pros  from  19  percent  to  32  between  1989  and  1994. 
We  want  to  move  even  further  in  that  direction.  That  will  also  save 
money.  We  are  very,  very  serious  about  this. 

We  do  believe  that  we  need  to  do  this  in  a  responsible  manner. 
We  are  prepared  to  keep  going  in  that  direction  over  the  next  three 
years,  to  tighten  up  even  further.  When  we  get  our  new  financial 
system  in  place,  we  are  going  to  save  a  lot  of  paperwork,  and  re- 
lease a  lot  of  bureaucrats  from  doing  hard  work  with  too  much  red 
tape  and  too  much  paper. 

So  we  started  from  the  beginning  with  a  zero-based  approach, 
and  we  would  not  be  arbitrary  about  the  way  that  we  would  allo- 
cate further  cuts. 

BUDGET 

I  indicated  to  the  Chairman  in  my  opening  comments  that  we 
are  not  coming  up  here  expecting  an  increase  in  our  budget.  We 
would  like  to  defend  the  budget  as  it  stands.  We  are  telling  you 
that  over  the  next  three  to  five  years,  the  International  Affairs 
budget  of  our  country  is  decreasing  by  1.9  percent.  You  see  social 
security,  medicare,  medicaid,  and  other  entitlements  going  up.  The 
savings,  if  we  are  going  to  find  them  to  balance  the  budget,  can't 
be  found  here,  I  can  tell  you;  it  is  already  in  recession. 
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I  am  concerned  that  we  will  cut  so  deeply  that  we  won't  be  mak- 
ing the  investments  we  need  to  expand  our  own  economy,  to  make 
sure  that  our  economy  is  producing  enough  revenues  so  that  we 
can  also  use  that  side  to  balance  the  budget.  That  was  the  point 
I  was  trying  to  make  at  the  beginning. 

Mr.  Packard.  Your  comment  about  changing  the  name  to,  say, 
an  "International  Social  Security"  program  would  be  a  pretty  good 
idea.  We  would  automatically  make  it  a  sacred  cow;  no  politician 
would  want  to  touch  it. 

Mr.  Callahan.  Mr.  Packard,  we  are  going  to  have  to  move  on  so 
everybody  can  have  the  opportunity.  I  hate  to  invoke  the  five- 
minute  rule.  My  theory  of  a  five-minute  rule,  especially  with  Ms. 
Pelosi,  is  I  give  her  five;  then  she  takes  five. 

But  let's  do  recognize  that — is  it  Mr.  Torres  first? 

Ms.  Pelosl  He  would  be  next.  Thank  you  anyway,  Mr.  Chair- 
man. 

Mr.  Torres.  I  thank  the  gentlelady  for  yielding. 

Mr.  Atwood,  I  was  impressed  by  your  statement  and  the  com- 
ments you  made  about  your  over-the-weekend  viewing  of,  I  think 
it  was  CNN,  did  you  say? 

Mr.  Atwood.  C-SPAN. 

Mr.  Torres.  C-SPAN,  I  am  sorry.  And  you  were  struck  with  the 
Speaker's  comments  as  well.  And  you  mentioned  Africa  and  the 
pain  factor  that  is  involved  there.  Tell  me,  given  what  we  now 
know,  how  will  the  rescissions  package  that  the  Appropriations 
Committee  passed  on  last  week  be  felt  on  such  programs  as  child 
survival  and  basic  education,  not  only  in  Africa  but  in  many  parts 
of  the  world  where  your  agency  works? 

DEVELOPMENT  ASSISTANCE 

Mr.  Atwood.  I  have  just  had  a  chance  to  look  at  that,  Mr.  Chair- 
man. 

The  development  assistance  accounts  were  reduced  by  $45.5  mil- 
lion. That  is  where  the  bulk  of  the  child  survival  programs  are. 
And  last  year  we  made  a  commitment  that  we  would  spend  $275 
million  out  of  our  budget  for  child  survival. 

We  haven't  really  gone  through  all  of  the  exercises  necessary  to 
decide  how  to  take  such  a  cut.  Obviously,  no  one  can  be  happy.  The 
Administration  supports  the  rescission  package  that  was  put  to- 
gether in  order  to  fund  the  Jordan  debt  relief  bill,  which  has  a  very 
high  priority  in  terms  of  foreign  policy.  I  just  can't  tell  you  what 
the  impact  would  be  on  child  survival  programs,  Mr.  Torres. 

Mr.  Torres.  So  you  can't  even  project  now  for  the  1996  fiscal 
year  how  you  will  prioritize? 

Mr.  Atwood.  For  1996,  we  are  projecting  $236  million  would  be 
spent  on  child  survival. 

LATIN  AMERICA 

Mr.  Torres.  Turning  away  from  Africa,  or  in  general  terms, 
rather,  can  you  tell  us  how  the  cuts  will  impact  on  Latin  America 
and  the  Caribbean  in  a  general,  regional  context. 

Mr.  Atwood.  You  are  talking  about  the  1996  budget  request? 

Mr.  Torres.  Yes.  Well,  based  on  the  rescissions  that  we  just 
went  through  last  week. 
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Mr.  Atwood.  Again,  we  have  to  examine  this  a  lot  more  closely. 
We  have  had,  as  you  know  very  well,  a  60  percent  cut  in  our  Latin 
America  program  since  fiscal  1993.  In  making  our  request  for  fiscal 
1996,  we  have  not  asked  for  an  additional  cut,  it  is  about  status 
quo  for  Latin  America,  and  we  think  there  are  really  serious  devel- 
opment problems  that  need  to  be  addressed  there.  Of  course,  it  is 
in  our  hemisphere;  it  is  very  important  to  us  that  we  do  resolve 
these  problems. 

The  opportunity  for  Latin  America  is  that  trade  and  investment 
have  really  started  to  flow,  so  that,  for  example,  in  1983,  we  had 
only  $25  billion  of  American  exports  going  to  the  region.  In  the  last 
year  we  counted,  this  year,  it  was  $90  billion  worth  of  exports.  It 
shows  you  how  important  it  is  to  use  your  development  program 
to  create  markets  for  American  exports.  But  that  is  also  an  indica- 
tion that  there  is  trade  and  investment  that  are  now  compensating 
for  the  loss  of  concessional  grant  assistance  to  that  region. 

COMMUNITY  COLLEGES 

Mr.  Torres.  Mr.  Atwood,  I  am  a  strong  proponent  of  community 
colleges.  In  my  own  district  I  have  four  of  them,  and  I  believe  that 
they  play  a  very  important  role  in  beginning  to  develop  the  mid- 
level  technical  jobs  of  the  future,  the  middle-class  jobs,  so  to  speak. 

In  response  to  Mr.  Packard's  question,  you  said  that  there  was 
a  need  to  tap  into  our  general  wealth  of  understanding  and  knowl- 
edge at  the  college  level,  at  the  higher  educational  level.  My  ques- 
tion to  you  is,  a  report  has  been  submitted  to  your  agency  by  the 
Task  Force  on  Community  Colleges,  outlining  the  contributions 
that  these  colleges  can  make  to  the  domestic  and  the  international 
scene  due  to  their  efficiency,  their  flexibility,  and  cost  effectiveness. 
I  think  that  was  one  of  the  issues  you  were  addressing  earlier. 

Have  you  seen  this  report,  and  can  you  tell  us  when  Congress 
and  the  American  public  are  going  to  have  a  look  at  this  report  to 
see  what  the  task  force  has  developed? 

Mr.  Atwood.  Yes,  I  have  seen  a  report  on  that  report.  I  have 
seen  the  memorandum  that  summarizes  the  report  for  me,  Mr. 
Torres,  and  it  was  encouraging.  It  wasn't  surprising  to  me.  Our 
community  colleges  do  operate  in  most  cases  with  very  low  over- 
head, and  they  also  have  unique  capabilities  that  we  can  bring  into 
the  development  process.  And  I  think  we  have  been  communicating 
with  your  office  over  the  last  year  to  indicate  our  support  for  that. 
We  think  we  can  tap  into  that  and  save  the  taxpayer  money  by 
using  that  resource. 

Mr.  Torres.  Do  you  have  any  sense  of  what  you  would  be  saving 
the  taxpayer,  any  sense  in  dollar  terms? 

Mr.  Atwood.  I  hesitate  to  come  up  with  a  number,  but  I  will  be 
happy  to  provide  one  for  the  record  if  we  could  look  at  it  more 
closely. 

Mr.  Torres.  Thank  you,  Mr.  Atwood. 

Mr.  Callahan.  Mr.  Forbes. 

HAITI 

Mr.  Forbes.  Thank  you,  Mr.  Chairman. 

Mr.  Atwood,  thank  you  for  being  here  today.  Mr.  Atwood,  are  you 
familiar  with  an  entity  called  Mission  Reach  Out  in  Haiti?  It  is  a 
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Christian-based  organization  that  for  13  years  has  been  outside  of 
Leogane,  in  Haiti,  and  they  have  been  feeding — well,  now  it  is  up 
to  5,000  children  per  day.  They  have  got  a  health  clinic  there  and 
they  have  got  850  children  in  school.  I  had  the  opportunity,  Mr.  At- 
wood,  to  talk  with  the  folks  from  Mission  Reach  Out — and  they  are 
extremely  frustrated.  As  they  explained  to  me  and  as  I  heard  in 
your  testimony  today,  you  take  these  private  voluntary  organiza- 
tions that  are  working  to  feed  children  in  various  places  around  the 
world,  and  you  supplement  their  efforts  with  the  work  of  AID,  with 
the  foodstuffs,  et  cetera. 

In  my  conversations  with  the  people  from  Mission  Reach  Out, 
they  have  suggested  to  me  that  their  frustration  has  grown  over 
the  years,  and  most  markedly  in  recent  years,  where  they  see  that 
US  AID  inspectors  have  been  more  interested  almost  in  being  like 
health  inspectors  as  opposed  to  the  deliverers  of  some  of  this  aid. 
And  most  recently,  after  Hurricane  Gordon  down  in  Haiti,  USAID 
was  nowhere  to  be  found  for  at  least  10  or  12  days,  when  U.S. 
Army  Special  Forces  had  to  go  in  there  and  help  out. 

And  my  question,  Mr.  Atwood,  is  that  I  think  that  more  and 
more  information  is  coming  to  light  that  USAID,  which  was  started 
obviously  with  very  good  intentions,  has  become  bureaucratic- 
laden,  red-tape-laden,  to  the  point  where  the  delivery  of  the  pro- 
grams is  really  subject  to  question.  And  in  Haiti,  particularly,  we 
have  seen  where  this  mission  of  13  years  has  had  sporadic  deliv- 
eries of  food. 

They  need  about  40  tons;  they  are  feeding  5,000  children  a  day. 
As  I  said,  they  have  a  health  clinic.  And  they  are  finding  that, 
more  often  than  not,  the  rule  book  is  being  opened  in  this  emer- 
gency situation  and  questions  are  being  asked  about  why  is  there 
mud  on  the  pallets  as  opposed  to  why  isn't  there  food  at  the  mis- 
sion to  feed  the  children? 

It  all  points  out  to  me,  Mr.  Atwood,  a  grave  concern  about  this 
agency — I  hear  you  say  you  have  several  different  thrusts,  but  it 
would  seem  to  me  that,  first  and  foremost,  it  would  have  to  be  hu- 
manitarian, let's  feed  the  children. 

As  so  many  of  us  here  in  the  Congress  have  been  talking  about, 
we  should  be  feeding  the  children.  But  I  am  concerned  that  the  bu- 
reaucracy and  the  red  tape,  the  disorganization,  have  resulted  in 
efforts,  like  in  Haiti,  being  bungled  and  not  being  carried  out. 

Could  you  speak  to  that,  sir? 

ACCOUNTABILITY 

Mr.  Atwood.  Yes,  Mr.  Forbes.  There  is  still  excessive  red  tape 
and  bureaucracy  in  my  opinion.  But  I  can  tell  you  that  it  has  been 
a  sea  change  in  the  last  two  years.  We  have  made  major  progress 
in  trying  to  get  at  this. 

We  have  had  a  recent  change  in  our  Inspector  General's  office, 
and  the  philosophy  of  the  new  Inspector  General  is  that  we  have 
to  hold  our  people  accountable;  but  let's  not  play  the  game  of  going 
around  and  trying  to  catch  people  so  that  they  are  risk  averse,  so 
that  they  are  not  willing  to  even  take  a  chance  to  feed  children 
when  it  is  necessary.  Let's  create  a  different  environment  within 
which  our  people  can  work.  And  I  think  we  have  made  major 
progress  in  doing  that. 
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I  don't  think  anyone  running  a  development  agency  in  any  coun- 
try in  the  world  is  going  to  be  able  to  avoid  complaints.  First,  you 
know,  you  get  complaints  about  the  need  for  accountability.  We 
are,  after  all,  talking  about  the  American  taxpayers'  dollars.  We  do 
have  to  have  an  aggressive  Inspector  General  to  make  sure  that  we 
are  tracking  it.  If  that  aggressiveness  goes  over  the  line,  however, 
then  you  get  complaints  from  that  side  as  well,  and  that  isn't  right. 

You  get  complaints  from  people  who  don't  win  in  what  we  think 
is  a  fair  competition  for  a  contract  or  a  grant.  People  who  work  for 
organizations  like  Mission  Reach  Out,  for  example,  believe  that 
what  they  are  doing  is  humanitarian,  it  is  altruistic,  it  is  all  of 
those  things  that  reflect  American  values.  But  if,  for  example.  Mis- 
sion Reach  Out  doesn't  get  a  contract  and  CARE  does,  does  that 
make  CARE  less  altruistic  or  less  effective? 

Mr.  Forbes.  With  all  due  respect,  it  had  nothing  to  do  with  a 
contract;  it  had  something  to  do  with  not  getting  food  delivered  for 
weeks  on  end,  and  5,000  children  a  day  are  going  hungry. 

Mr.  Atwood.  I  was  only  using  Mission  Reach  Out  as  an  example. 
I  am  talking  more  generally  about  why  we  get  complaints  at 
USAID.  And  I  think  to  some  extent,  you  are  always  going  to  get 
complaints,  no  matter  how  much  progress  you  make. 

You  are  also  going  to  get  complaints,  as  we  do  sometimes  from, 
for  example,  Russians,  who  say  we  are  spending  all  of  our  money 
on  American  contractors.  We  are  spending  79  percent  of  all  of  the 
money  you  give  us  through  appropriations  to  purchase  American 
goods  and  services.  That  is  an  important  thing.  We  believe  that 
again  we  are  tapping  into  the  American  society  in  order  to  make 
our  development  process  work.  But  foreigners  are  going  to  say,  why 
can't  you  hand  us  more  cash;  that  is  what  we  want,  that  is,  in  the 
case  of  Russia,  what  we  desperately  need.  We  can't  do  that,  how- 
ever. 

So  all  I  am  saying  is  that  we  are  going  to  get  complaints. 

In  the  case  that  you  mention,  Mr.  Forbes,  I  will  certainly  look 
into  Mission  Reach  Out,  and  to  see  what  we  can  do  to  facilitate 
their  work.  I  am  sure  it  is  well  worthwhile.  They  have  been  there 
a  long  time;  they  understand  the  Haitian  society.  I  will  look  at  it. 

HUMANITARIAN  EFFORTS 

Mr.  Forbes.  I  appreciate  that,  Mr.  Administrator. 

Mr.  Chairman,  I  just  have  one  quick  question,  and  if  I  could  sub- 
mit some  for  the  record. 

You  did  mention  that  the  Agency  had  several  thrusts,  Mr.  At- 
wood. You  mentioned  humanitarian,  of  course;  you  mentioned  envi- 
ronment, you  mentioned  democracy.  Would  it  not  be  p>erhaps  better 
to  prioritize  this?  I  mean,  what  better  mission  is  there  than  hu- 
manitarian? If  you  are  off  running  around  worrying  about  doing 
the  environment  when  there  are  other  Federal  departments  and 
agencies,  on  the  international  front  particularly,  that  are  working 
in  that  area,  if  there  are  other  entities  like  the  National  Endow- 
ment for  Democracy,  which  is  supposed  to  be  promoting  democracy, 
I  am  not  quite  sure  that  we  have  got  the  resources  at  AID  to  be 
out  with  three  or  four,  five  or  six  thrusts,  when  perhaps  maybe  we 
ought  to  be  concentrating  on  one  and  make  that  a  successful  en- 
deavor, that  being  humanitarian  efforts? 
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PRIORITIZATION 

Mr.  Atwood.  We  have  been  successful  in  the  humanitarian  field. 
I  don't  mean  to  disparage  that.  It  is  a  very  important  part  of  what 
we  do.  But  with  a  reduced  budget,  it  is  important  to  the  United 
States,  as  we  look  at  the  world  and  what  needs  to  be  done  to  ad- 
vance American  interests,  to  be  showing  the  way  in  some  of  these 
other  areas. 

In  the  environment  area,  for  example,  our  main  concern  is  the 
loss  of  biodiversity.  We  are  losing  42  million  acres  of  tropical  rain 
forest  every  year.  We  have  got  to  do  something  about  that  or  we 
are  going  to  have  a  global  warming  problem.  We  don't  have  one 
yet,  but  we  could  have  one.  We  would  lose  all  of  the  resources  that 
are  going  to  be  essential  to  developing  new  medicines  to  deal  with 
new  diseases.  We  have  got  to  deal  with  these  new  diseases,  and  we 
don't  want  to  deal  with  it  alone. 

As  I  said  at  the  beginning,  we  only  give  15  percent  of  all  the  aid 
in  the  world,  but  we  want  other  governments  to  work  on  the  prob- 
lems we  consider  to  be  in  our  interest  to  be  solved.  So  it  is  essential 
for  us  to  work  in  these  new  areas. 

The  world  follows  our  lead.  When  we  said  that  the  promotion  of 
democracy  is  an  important  thing  for  the  world,  and  this  was  Ron- 
ald Reagan's  statement  at  Westminster,  the  world  followed  our 
lead.  When  we  say  that  it  is  important  to  provide  opportunity  for 
people  through  free  economic  systems,  the  world  follows  our  lead 
and  investments  are  made  that  are  in  our  interest.  And  if  our  bilat- 
eral aid  agency  isn't  doing  this  work,  it  won't  be  done. 

I  agree  with  Speaker  Gingrich,  if  we  don't  lead,  it  won't  happen. 

Mr.  Forbes.  Thank  you,  sir. 

Mr.  Callahan.  I  thank  the  gentleman  from  New  York.  I  might 
say  also,  that  all  Members  may  submit  questions  in  writing  for  the 
record. 

I  wish  you  would  submit  back  to  us  in  writing  for  the  record  a 
more  elaborate  description  of  that  79  percent  American  contract 
figure. 

[The  information  follows:] 

Buy  America 

USAID's  Buy  America  reporting  system  is  based  on  the  source  of  disbursements 
reflected  in  USAID's  accounting  system. 

This  system  provides  estimates  for  the  following  six  of  USAID's  largest  appropria- 
tions: Development  Assistance,  the  Development  Fund  for  Africa,  Economic  Support 
Fund,  Operating  Expenses,  Special  Assistance  Initiatives,  and  Assistance  for  New 
Independent  States.  Cash  transfers  and  small,  miscellaneous  appropriations  total- 
ling around  7%  of  USAID's  available  funds  have  been  omitted  from  this  report. 

Mr.  Atwood.  I  will  certainly,  Mr.  Chairman. 
Mr.  Callahan.  The  gentlelady  from  California. 

HUMANITARIAN  ASSISTANCE 

Ms.  Pelosi.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Administrator,  thank  you  very  much  for  your  testimony  and 
for  your  leadership  in  this  very  important  area.  When  you  come  to- 
ward the  end  in  the  questioning,  you  can  benefit  from  all  of  the  de- 
bate that  has  gone  on  about  reorganization  and  the  rest  and  focus 
on  some  specific  issues.  It  isn't  that  I  think  that  what  was  dis- 
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cussed  earlier  isn't  important.  I  do  think  that  AID  should  be  as  you 
describe,  an  agency  which  works  with  the  Department  of  State,  but 
is  its  own  agency. 

I  think  Mr.  Forbes  has  a  good  point.  I  think  humanitarian  assist- 
ance is  probably  the  prism  through  which  we  should  see  many  of 
these  other  areas.  And  as  you  know,  I  am  very,  very  interested  in 
what  AID  does  in  terms  of  sustainable  development  as  we  give  as- 
sistance to  help  develop  a  market  for  U.S.  products.  But  the  fact 
is  that  it  is  a  humanitarian  thrust  to  begin  with,  and  that  we 
shouldn't  be  spending  our  dollars  to  destroy  the  environment  or 
add  to  the  problem,  because  we  could  end  up  with  a  much  bigger 
humanitarian  problem — environmental  refugees — not  to  mention 
the  impact  on  our  own  country  as  the  pollution  which  knows  no 
boundaries  comes  floating  across. 

And  I  think  that  some  of  the  humanitarian  problems  that  are 
created  are  created  by  governments  which  do  not  respect  the  rights 
of  their  people  and  the  conflict  that  follows,  as  we  see  in  some  of 
the  countries  where  we  have  been  asked  to  provide  humanitarian 
assistance.  So  I  think  they  are  all  connected. 

AIDS 

I  think  Mr.  Forbes  has  a  very  good  point  about  what  our  primary 
thrust  should  be.  And  in  that  vein,  one  issue  which  has  implica- 
tions economically — first  and  foremost,  humanitarian-wise,  but  eco- 
nomically to  address  the  priorities  that  you  put  forth,  Mr.  Adminis- 
trator, is  the  question  of  AIDS. 

We  have  been  asking  for  a  while  that  the  Administration  try  to 
get  the  issue  of  AIDS  put  on  the  agenda  for  the  G-7,  because  if 
you  are  talking  about  the  economics  of  the  developing  world  and 
of  the  whole  world,  you  cannot  avoid  the  fact  that  AIDS  will  have 
a  devastating  effect  on  economies,  particularly  Africa,  but  now 
spreading  into  Asia.  I  wondered  if  you  could  address  what  AID  is 
doing  to  follow  up  on  some  of  the  consequences  of  AIDS,  as  well 
as  your  work  with  the  NGOs — if  you  could  just  address  the  AIDS 
issue. 

Mr.  Atwood.  I  think  we  have  one  of  the  best  AIDS  prevention 
programs  in  the  world.  A  lot  of  it  is  focused  in  Africa  where  the 
AIDS  epidemic  is  very,  very  severe  and,  as  I  mentioned  before,  the 
Speaker  cited  the  problem  there.  But  we  are  doing  research  on 
AIDS,  as  well,  encouraging  both  the  World  Health  Organization 
but  also  some  of  our  own  contractors.  That  is  very  practical. 

I  saw,  the  other  day  out  in  Seattle,  Washington,  the  Path  organi- 
zation demonstrate  a  method  of  testing  for  the  AIDS  virus  that  was 
developed  mainly  for  developing  countries  so  they  could  develop 
their  own  systems.  It  is  a  very  small  little  thing;  it  looks  like  a 
comb.  You  put  it  into  a  person's  blood  sample  and  you  can  then  de- 
termine immediately  whether  or  not  the  person  has  AIDS.  That 
system  costs  less  than  $10,  whereas  the  systems  that  are  used  in 
more  developed  countries  cost  over  $5,000. 

Now,  that  kind  of  thing  would  not  normally  be  produced  by  our 
market  economy  because  there  is  not  a  lot  of  profit  in  it.  But 
USAID  engages  in  it  because  we  know  that  developing  countries 
can't  afford  the  kind  of  system  that  we  have  here  in  the  U.S.  I 
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think  it  is  an  important  aspect  of  the  way  we  contribute  to  both 
the  needs  of  developing  countries  and  our  own  economy. 

Now  that  the  new  testing  method  has  been  researched  and  devel- 
oped, U.S.  businesses  will  be  able  to  market  it. 

We  also  think  that  AIDS,  when  it  hits  a  society  the  way  it  does 
some  African  societies,  is  terribly  debilitating.  People  at  all  levels 
of  that  society  are  dying  during  their  most  productive  years  and 
you  cannot  create  a  market,  you  can't  sustain  a  democracy,  if  that 
number  of  people  are  dying  in  a  society.  We  need  to  get  at  this 
problem  for  the  good  of  our  own  people  as  well.  We  are  asking  for 
1 121  million  to  continue  this  prevention  program  in  FY  1996. 

Ms.  Pelosi.  If  I  may,  Mr.  Chairman,  I  request  that  Mr.  Atwood 
provide  for  the  record  what  AID  is  doing  to  follow  up  on  the  seven 
initiatives  mentioned  in  the  declaration  of  World  AIDS  Day  that 
the  U.S.  signed,  espjecially  the  initiative  pertaining  to  greater  par- 
ticipation of  people  affected  with  HIV  and  AIDS,  the  NGOs  in- 
volved in  that,  and  policy  and  program  design.  Because  as  you  so 
clearly  stated,  if  one  of  the  goals  is  creation  of  markets  for  U.S. 
products,  the  devastation  of  AIDS  in  those  economies  and  on  those 
populations  is  not  in  furtherance  of  that  goal,  as  well  as,  first  and 
foremost,  in  opposition  to  any  humanitarian  instincts  we  may  have, 
as  well  as  the  cost  in  providing  that  aid. 

Mr.  Atwood,  you  talked  about  democracy  and  promoting  the 
spread  of  democracy  and  strengthening  of  democratic  institutions 
and  civil  societies.  I  certainly  think  that  that  should  be  incor- 
porated in  how  we  provide  our  humanitarian  aid.  And  I  wondered 
if  you  did,  because  you  mentioned  some  success  that  you  have  been 
having.  I  think  you  said  36  out  of  57  of  the  countries  that  we  were 
involved  in  you  have  had  some  successes  in  building  democratic  in- 
stitutions and  promoting  democracy. 

Could  you  elaborate  on  that  for  us,  please? 

Mr.  Atwood.  We  believe  that  in  all  of  the  countries  that  we  are 
working  in,  progress  is  being  made,  because  we  wouldn't  be  work- 
ing in  the  country  if  the  government  didn't  make  a  commitment  to 
change  their  society  and  bring  about  a  stronger  democratic  institu- 
tions and  the  creation  of  a  civil  society.  The  creation  of  a  civil  soci- 
ety is  the  most  important  aspect  of  it,  because  if  citizens  don't  un- 
derstand their  role  in  a  democracy,  then  the  democracy  is  going  to 
be  fragile.  So  we  are  doing  a  lot  of  work  in  civic  education  and  the 
like  that  also  reinforces  the  work  we  are  doing  in  other  areas,  in- 
cluding the  economic  area. 

DECENTRALIZATION 

There  is  an  interesting  trend  in  light  of  what  is  happening  in  the 
debate  in  this  country  over  decentralization.  We  believe  that  in  a 
lot  of  these  developing  societies  there  has  been  too  much  concentra- 
tion at  the  federal  level,  in  the  capitals  of  these  countries,  too  much 
pressure  on  individual  government  ministries  to  somehow  speak  for 
the  entire  country,  so  we  have  been  encouraging  decentralization. 
We  have  been  encouraging  the  development  of  local  government 
and  nongovernmental  organizations  at  the  grass-roots  level,  be- 
cause we  find  that  when  we  do  this,  people  can  speak  for  them- 
selves about  development.  People  can  say,  these  are  the  needs  that 
we  have.  And  they  feel  that  they  are  participating  more  in  the  de- 
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velopment  process  as  opposed  to  being  dictated  to  by  a  government 
minister. 

Ms.  Pelosi.  I  appreciate  that.  I  want  to  thank  you  again.  I  am 
trying  not  to  wear  out  the  welcome  of  my  Chairman.  But  I  do  want 
to  commend  you,  because  I  do  beHeve  in  the  areas  of  promoting  de- 
mocracy and  building  democratic  institutions,  promoting  sustain- 
able development  in  the  use  of  our  AID  funds,  as  well  as  attending 
to  our  humanitarian  goals,  that  you  are  doing  a  great  job. 

I  think  that  creating  markets  for  U.S.  products  is  important.  But 
I  think  we  can  see  that  all  of  this  is  connected,  and  we  cannot  ig- 
nore the  fact  that  without  one  aspect  of  it  proceeding,  we  will  pay 
a  price  in  another  arena.  So  I  appreciate  the  comprehensive  ap- 
proach that  you  have  taken,  and  I  commend  you  for  your  efforts 
and  wish  you  much  success. 

Thank  you,  Mr.  Chairman. 

Mr.  Call.\han.  Yes. 

Mr.  Knollenberg. 

Mr.  Knollenberg.  Mr.  Chairman,  thank  you. 

Mr.  Atwood,  it  is  nice  to  have  you  here  this  morning.  We  appre- 
ciate your  testimony. 

BUILDING  DEMOCRACIES 

In  hearing  you  speak  and  in  reading  some  of  your  words — and 
I  suspect  that  you  paraphrased  in  your  commentary  some  of  what 
is  in  your  written  testimony — I  am  a  little  confused.  On  the  one 
hand,  you  are  saying  that  economic  growth  is  essential;  and  yet  in 
a  statement  on  page  7 — I  don't  mean  to  suggest  that  economic 
growth  is  the  lone  component,  but  it  is  a  part  of  the  driving  force 
of  this  thing — ^you  also  say  that  democracy  itself  is  a  precondition 
of  economic  growth.  Later  on  you  mention  that  there  is  a  high  pri- 
ority on  the  restoration  of  democracy  in  Haiti. 

I  have  a  problem  with  restoring  what  isn't.  My  belief  is  that 
there  never  was  democracy  in  Haiti.  And  what  I  am  driving  at  is 
this  business  of  building  democracies. 

We  have  heard  commentary  from  Ms.  Pelosi  most  recently,  and 
I  am  sure  others,  about  the  need  for  inserting  democracy  into  the 
situation,  into  the  equation.  But  how  do  you  force  democracy  into 
a  country  like  Haiti,  for  example?  I  don't  want  to  dwell  on  Haiti, 
because  there  are  other  countries,  obviously  a  great  many  more, 
that  deserve  far  more  attention. 

I  don't  know  which  comes  first,  the  chicken  or  the  egg,  in  this 
case,  economic  growth  or  democracy.  My  belief,  though,  and  I  think 
there  is  a  lot  of  support  for  it — in  fact,  you  quoted  Heritage  and  the 
little  study  that  they  have  done — suggests  that  there  should  be 
some  economic  freedom  for  a  country  to  flourish,  and  develop  de- 
mocracy.— "Economically  free,"  I  think  is  a  phrase  that  they  use 
quite  a  bit.  My  question  goes  to  this,  if  you  could  comment  briefly 
about  the  priority  of  those  two  items. 

My  feeling  is  that  you  can't  inject  democracy.  You  can't  build 
governments  unless  you  go  about  it  very  carefully,  and  sometimes 
you  can't  at  all.  That  leaves  us  with  using  economic  growth  as  the 
tool. 
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How  much  of  your  budget — and  maybe  you  don't  know  this,  and 
maybe  you  would  have  to  dig  into  it,  but  how  much  of  your  budget 
is  used  for  nation-building,  for  government-building? 

You  have  seen  some  successes,  apparently,  from  your  testimony; 
and  I  think  there  are  some.  But  how  much  of  your  budget  is  de- 
voted to  that,  to  the  business  of  building  governments?  And  if  you 
could,  comment  on  the  success  rate  from  that  and  what  you  might 
like  to  see  done  differently. 

Mr.  Atwood.  Thank  you.  You  enable  me  to  also  answer  a  ques- 
tion I  might  not  have  answered  that  Mr.  Forbes  asked  about  prior- 
ities, and  I  think  that  is  very  important.  We  do  establish  priorities 
within  the  missions  I  have  stated.  Over  50  percent  of  our  budget 
request  is  for  economic  growth,  and  less  than  10  percent  is  for  de- 
mocracy work  which  is  the  smallest  portion  of  the  budget. 

Democracy  work  doesn't  cost  a  lot  of  money,  but  it  is,  we  think, 
important  in  terms  of  supporting  the  economic  growth  mission.  In 
the  development  community  at  large,  the  first  way  that  people  fo- 
cused on  democracy  was  on  the  issue  of  transparency.  Many  donors 
were  giving  a  lot  of  money  to  governments,  for  economic  growth 
purposes  for  the  most  part,  but  they  had  a  lot  of  corruption  that 
they  were  dealing  with.  We  looked  the  other  way  sometimes  during 
the  Cold  War,  and  that,  I  think,  really  caused  the  American  people 
to  be  very  cynical  about  our  aid  program.  We  don't  have  to  do  that 
anymore. 

Accountability  systems  within  government  are  also  extremely  im- 
portant. That  just  doesn't  happen  unless  you  are  working  to 
strengthen  democratic  institutions,  governmental  institutions  and 
other  institutions  like  NGrOs  within  a  society,  to  hold  governments 
accountable  for  the  way  they  spend  money. 

The  other  aspect  of  importance  to  democracy,  to  development 
work,  is  participation.  If  you  don't  have  ways  to  get  the  people  in- 
volved in  the  development  process,  again  you  can't  sustain  the 
process.  You  might  be  able  to  make  progress  for  a  year  or  two,  and 
then  all  of  a  sudden  it  just  reverses  itself  because  you  have  never 
engaged  the  people  in  the  development  process  itself.  So  that  is 
why  I  think  democracy  work  is  an  integral  part  of  development 
work;  it  has  to  be  part  of  it.  But  in  terms  of  the  amount  of  expendi- 
tures for  it,  it  is  very  low  because  it  doesn't  cost  a  lot  of  money. 

Mr.  Knollenberg.  Could  I  stop  you  at  that  point?  Why  doesn't 
it  cost  a  lot  of  money?  If  you  wrap  in,  let's  say,  the  effort  we  made 
in  Haiti — and  you  can  say  that  that  was  a  military  invasion,  you 
could  say  it  was  a  lot  of  things;  but  frankly  restoration  of  democ- 
racy seems  to  be,  in  the  eyes  of  some,  the  reason  we  are  down 
there.  So  why  doesn't  it  cost  a  lot  of  money? 

HAITI 

Mr.  Atwood.  Not  to  quibble  over  words,  I  agree  with  your  histor- 
ical analysis  that  democracy  didn't  exist  in  Haiti  over  the  years. 
We  were  restoring  a  democratically  elected  leader,  but  I  think  you 
would  also  be  correct  in  saying  that  an  election  doesn't  make  a  de- 
mocracy. It  takes  a  lot  of  work,  the  development  of  a  civil  society, 
and  the  like.  And  we  are  engaged  in  a  lot  of  those  things  in  Haiti, 
including  trying  to  develop  a  private  sector  that  all  Haitians  will 
have  access  to,  creating  a  rule  of  law  so  that  there  is  less  arbitrari- 
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ness  in  the  way  the  society  conducts  itself,  and  trying  to  create  an 
enabling  environment  that  will  encourage  others  to  invest. 

If  you  don't  have  that  kind  of  environment,  if  you  don't  have  a 
tax  code  that  is  fair  and  is  carried  out  correctly,  if  you  don't  have 
public  administration  that  works,  if  you  don't  have  customs  oper- 
ations that  work,  no  company,  no  matter  how  much  they  are  en- 
couraged by  subsidies  from  here,  will  go  over  and  invest  in  a  coun- 
try like  Haiti. 

But  part  of  it  is  also  the  decentralization  of  that  society.  Presi- 
dent Aristide  has  correctly  identified  a  problem,  and  that  is  that 
there  was  too  much  power  concentrated  in  the  capital.  He  has  tried 
to  give  local  autonomy  to  people  so  that  they  will  govern  their  own 
affairs.  We  consider  that  to  be  an  important  part  of  the  develop- 
ment process,  and  so  that  is  why  we  are  putting  a  small  amount 
of  money  into  Haiti  to  encourage  the  growth  of  democratic  institu- 
tions. 

Mr.  Knollenberg.  You  don't  have  a  dollar  number  in  terms  of 
what — ^you  mentioned  20  percent? 

Mr.  Atwood.  Yes,  overall. 

Mr.  Knollenberg.  If  you  don't  have  the  numbers  with  you  now, 
you  can  submit  that  to  me  in  writing.  But  I  would  like  to  know 
what  percentage  is  really  for 

Mr.  Atwood.  I  think  I  was  a  bit  too  high  with  20  percent  for 
Haiti;  it  is  around  19%.  In  the  Development  Assistance  accounts, 
only  8  percent  is  being  requested  for  democracy;  it  is  about  1%  in 
all  program  accounts.  But  there  is  a  much  higher  percentage  in  the 
former  Soviet  Union  and  in  the  Eastern  European  countries,  where 
one  overarching  purpose  of  all  the  programs  is  to  support  transi- 
tion to  democracy  and  where  they  have  to  be  reeducated.  There  is 
a  lot  of  concentration  on  that  in  those  programs. 

[The  information  follows:] 

For  FY  1996,  20  percent  of  the  economic  support  funds  requested  for  Haiti  is  for 
democracy  programs.  No  DA  funds  are  requested. 

HERITAGE  REPORT 

Mr.  Knollenberg.  I  would  love  to  ask  you  about  Russia.  My 
time  is  beginning  to  run  down  here,  I  know,  but  one  final  question. 

I  am  not  asking  you  to  put  the  stamp  of  approval  on  the  Heritage 
study,  but  do  you  find  it  to  be  a  useful  tool?  Is  it  comfortable?  Is 
it  one  that  you  would  rather  not  say  anything  about? 

Mr.  Atwood.  I  think  it  is  a  useful  tool  as  far  as  it  goes,  but  I 
think  one  has  to  recognize  that  it  is  basically  a  snapshot  in  time. 
When  we  are  involved  in  a  development  process,  we  are  looking  at 
trends.  We  are  looking  at,  first,  commitment;  we  are  not  even  going 
to  work  with  a  country  that  doesn't  commit  itself  to  some  of  the 
goals  mentioned  in  the  Heritage  report.  But  we  then  look  at  it  over 
time  to  see  the  current  status  of  policy,  the  direction  of  change. 

I  could  quibble  a  bit  with  some  of  the  methodology.  The  fiscal 
status  of  a  country  wasn't  mentioned  in  the  methodology. 

There  are  a  couple  of  other  little  things.  But  for  the  most  part, 
we  and  they  are  on  the  mark  with  respect  to  economic  freedom.  We 
still  believe  that  democracy  has  to  be  a  part  of  that  to  sustain  the 
economic  side. 


183 

Mr.  Knollenberg.  Mr.  Atwood,  thank  you  for  your  comments.  I 
appreciate  it. 

Mr.  Callahan.  You  will  get  your  opportunity  Thursday.  We  are 
having  a  hearing  on  Russia  Thursday. 

Mr.  Knollenberg.  That  is  why  I  didn't  bring  it  up. 

Mr.  Callahan.  Mr.  Bunn. 

Mr.  Bunn.  Thank  you,  Mr.  Chair. 

president's  request 

Did  I  understand  correctly,  you  said  you  don't  expect  to  be  given 
an  increase  in  the  budget  from  Congress,  and  yet  didn't  you  ask 
for  a  $200  million  increase? 

Mr.  Atwood.  What  I  said,  Mr.  Bunn,  was  that  we  don't  expect 
to  have  an  increase  over  the  President's  request.  But  for  Develop- 
ment Assistance  and  the  Development  Fund  for  Africa,  in  particu- 
lar, we  have  asked  for  less  money  than  we  had  appropriated  for  fis- 
cal year  1995. 

Mr.  Bunn.  It  appeared  to  me  that  the  overall  total  was  about  a 
$200  million  increase.  But  does  the  Development  Assistance  Fund 
include  administration  in  the  $1.3  billion? 

Mr.  Atwood.  No,  we  have  a  separate  operating  expense  account. 

Mr.  Bunn.  And  that  is  the  operating  expenses  and  operating  ex- 
penses for  the  Inspector  General? 

Mr.  Atwood.  That  is  right,  yes,  sir. 

Mr.  Bunn.  Okay.  And  that  looks  like  it  is  about  8  percent,  when 
you  combine  those  two.  As  we  look  at  welfare  reform,  when  we  talk 
to  the  States  about  block  granting,  we  say — for  example,  with 
WIC — that  we  are  probably  going  to  put  in  a  5  percent  cap.  With 
that,  WIC  has  to  provide  nutrition  counseling  and  go  through  a 
whole  series  of  things.  So,  when  we  are  talking  about  feeding 
women  and  children,  we  are  going  to  only  allow  5  percent  for  ad- 
ministration. 

But  in  this  instance  we  have  got  8  percent.  How  do  we  justify 
that? 

Mr.  Atwood.  We  have  planned  for  a  decrease  of  $17.2  million 
overall.  We  get  some  administrative  support  from  the  trust  funds 
that  are  created  by  the  ESF  accounts.  Aiid  this  year,  if  you  want 
to  compare  apples  to  apples,  we  expect  to  spend,  I  believe  $597.6 
million  including  OE  &  trust  funds.  For  the  request  year  it  is  $580 
million,  and  it  is  going  down  despite  the  fact  that  we  are  making 
investments  that  will  enable  us  to  save  even  more  money  in  future 
years. 

Closing  missions  costs  money  in  the  first  year,  Mr.  Bunn.  You 
have  to  pay  severance  pay  according  to  the  laws  of  the  different 
countries  in  which  we  are  working.  That  is  one  reason  why,  per- 
haps, that  analogy  doesn't  work  so  well. 

It  is  also  true  that  as  you  levy  these  administrative  caps  on  do- 
mestic receivers  of  federal  money,  they  are  able  to  do  a  lot  of 
things,  for  example,  to  privatize  some  of  their  activities  to  reduce 
costs.  We  are  operating  for  the  most  part  outside  of  our  borders, 
and  it  is  much  more  difficult  for  us  to  do  that.  But  our  operating 
expense  budget  is  going  down.  It  will  continue  to  go  down,  because 
we  are  making  very  serious  investments  in  better  technology  that 
will  enable  us  to  work  more  efficiently  with  fewer  staff.  We  are  con- 
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solidating  10  different  building  sites  into  one  that  will  save  us 
money,  plus  we  are  just  cutting  the  number  of  missions  in  which 
we  are  working. 

Mr.  BUNN.  So  if  it  weren't  for  cutting  missions  in  the  first  year, 
so  called  "shutdown  costs,"  we  wouldn't  see  an  increase  from  517 
to  529  million  in  administration? 

Mr.  Atwood.  That  is  one  part  of  the  increase,  the  cost  of  closing 
those  missions  this  year,  but  also  the  need  to  move  from  the  ten 
buildings  into  one.  When  we  move  into  the  new  building  we  will 
be  saving  $5  to  $30  million  a  year. 

Mr.  BUNN.  Okay.  Thank  you. 

Mr.  Callahan.  Let  me  just  ask  you,  in  your  operating  expenses, 
since  Mr.  Bunn  brought  it  up,  how  much  is  your  move  going  to  cost 
you?  Aren't  you  moving  some  of  your  facilities  here  in  Washington? 

Mr.  Atwood.  Yes. 

Mr.  Callahan.  What  is  the  physical  cost  of  the  move? 

Mr.  Atwood.  It  is  a  one-time  cost.  Someone  is  anxiously  trying 
to  get  that  number. 

Mr.  Callahan.  Just  guess. 

Mr.  Atwood.  I  think  it  is  something  like  $13  million,  is  it  not, 
$30  million  over  three  years.  But  once  we  consolidate,  we  will  be 
able  to  save  that  much  each  year  from  that  point  on  because  of  the 
fact  that  we  get  ten  different  buildings  put  into  one. 

Mr.  Callahan.  I  used  to  work  for  a  moving  company;  we  were 
the  largest  moving  company  in  the  Southeast.  That  is  more  money 
than  we  grossed  in  a  year.  Maybe  we  ought  to  go  back  in  it. 

Charlie,  want  to  go  with  me? 

Mr.  Wilson.  Yes. 

Mr,  Atwood.  Could  I  say,  Mr.  Chairman,  on  this  score,  we  are 
working  very  closely  with  your  staff  to  make  sure  we  get  all  these 
numbers  ironed  out,  so  there  aren't  any  discrepancies.  And  I  cer- 
tainly don't  want  to,  off  the  top  of  my  head,  offer  numbers  that 
don't  add  up.  So  we  want  to  make  sure  that  you  and  we  agree  on 
what  the  savings  would  be  and  what  the  costs  would  be  and  the 
like.  We  think  it  makes  sense  to  do  this. 

Mr.  Callahan.  I  will  go  back  in  the  moving  business  for  $13  mil- 
lion. 

Mr.  Wilson.  You  don't  know  how  much  they  have  got  to  move. 

Mr.  Atwood.  You  can  bid  on  the  contract,  Mr.  Chairman.  It  is 
probably  a  conflict  of  interest. 

Mr.  Wilson.  Mr.  Atwood,  is  your  current  office  still  in  the  State 
Department  building? 

Mr.  Atwood.  Yes,  it  is. 

Mr.  Wilson.  After  this  move  has  been  made  will  you  be  in  an- 
other physical  location? 

Mr.  Atwood.  I  am  going  to  retain  an  office  in  the  State  Depart- 
ment building.  I  don't  want  to  get  too  far  away  from  the  Secretary 
of  State. 

Mr.  Wilson.  But  when  you  go  to  work  every  day,  will  it  be  in 
the  State  Department  or  in  a  new  building? 

Mr.  Atwood.  It  will  be  in  a  new  building  down  in  the  Federal 
Triangle  area. 
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Mr.  Wilson.  Oh,  I  see.  One  of  those  buildings  that  is  under  con- 
struction down  there  in  the  Federal  Triangle? 
Mr.  Atwood.  That  is  right. 

NEW  INDEPENDENT  STATES 

Mr.  Wilson.  Okay.  I  am  sorry  to  be  late. 

I  would  just  like  to  add  my  voice  to  what  I  understand  Mr.  Obey 
discussed.  I  think  that  your  agency  should  remain  a  separate  agen- 
cy, not  be  absorbed  into  the  State  Department.  And  I  hope  that  is 
the  ultimate  outcome  of  all  of  this  commotion. 

I  am  not  going  to  take  much  time.  I  should  have  been  here  when 
we  started.  But  I  would  just  like  for  you  to  take  five  minutes  and 
tell  me  and  the  committee,  because  I  know  this  is  going  to  be  a  se- 
rious issue  with  us,  just  your  overall  view  of  where  we  are  with 
Russia  and  the  ex-Soviet  Union  States,  the  Newly  Independent 
States.  Where  are  we  with  your  programs,  with  what  you  have  al- 
lotted now  and  what  you  are  asking  for  for  next  year? 

Mr.  Atwood.  Well,  thank  you,  Mr.  Wilson. 

This  program  is  relatively  new.  We  started  it  three  years  ago, 
and  only  about  a  year  and  a  half  ago  did  we  actually  put  a  field 
mission  in  Moscow  to  run  the  Russia  part  of  it.  And  we  now  have 
field  missions  in  Kiev  and  in  Almaty  as  well. 

Mr.  Wilson.  Excuse  me.  The  money  for  the  relocation  of  the  So- 
viet officers  from  the  Baltics,  did  that  come  from  AID? 

Mr.  Atwood.  That  is  right. 

Mr.  Wilson.  I  would  like  to  touch  on  that. 

Mr.  Atwood.  We  are  carrying  that  out,  that  is  right.  The  money, 
of  course,  was  made  available  as  part  of  a  commitment  to  offer  an 
incentive  to  those  Soviet  troops  to  come  out  of  the  Baltics,  and  I 
think  a  lot  of  that  has  been  discussed.  This  is  something  that  we 
consider  to  be  important  in  supporting  democracy,  but  also  sup- 
porting the  Baltic  States,  not  just  the  Russian  democracy. 

The  program,  I  think,  has  achieved  a  good  deal  of  success,  espe- 
cially in  the  privatization  area,  and  also  in  the  democratization 
area.  We  have  opened  Russian  society  in,  I  think,  an  irreversible 
way.  We  have  given  people  a  stake  in  the  new  economy. 

But  in  the  early  days  under  the  Freedom  Support  Act,  which  is 
the  authorizing  legislation  for  this,  we  were  told  that  the  money, 
the  resources  that  we  were  given,  should  follow  reform.  There  is  a 
lot  of  controversy  because  most  of  our  program  went  to  Russia  in 
the  early  days,  and  there  was  a  feeling  that  we  were  adopting  some 
sort  of  a  "Russia  first"  policy.  The  fact  is,  we  were  doing  a  "reform 
first"  policy  as  we  thought  the  Congress  was  telling  us  they  want- 
ed. 

The  other  countries  hadn't  moved  yet.  Certainly  that  was  true  in 
Ukraine  in  the  early  days.  We  have  now  encouraged  a  democratic 
election,  we  have  a  reformer  as  the  new  President  of  Ukraine,  and 
despite  some  resistance  from  the  parliament  there,  we  really  think 
that  they  are  taking  off.  They  are  now  ready  to  go  into  the  major 
privatization  effort  they  had  taken. 

We  see  reform  in  Belarus,  we  see  reform  to  a  lesser  extent  in 
Moldova,  and  we  see  it  in  Kazakhstan.  Less  than  half  of  this  year's 
budget  will  go  to  Russia;  the  rest  of  it  will  go  to  these  other  coun- 
tries where  reform  is  taking  place. 
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In  the  early  days  we  did  too  damn  many  things — excuse  my  lan- 
guage— because  when  we  opened  the  doors  on  this  program  we 
wanted  to  get  the  money  out  the  door — and  I  am  talking  now  about 
when  this  program  first  started — and  everybody  who  had  a  good 
idea  in  Washington  seemed  to  get  through  the  door  and  anyone 
who  could  viably  spend  the  money.  So  there  wasn't  a  lot  of  focus; 
certainly  it  wasn't  a  strategically  oriented  program. 

The  core  parts  of  this  program  are  to  support  the  development 
of  a  private  sector  by  helping  them  think  through  how  they  can  pri- 
vatize the  state-owned  industries  that  they  have;  how  they  can  ac- 
quire the  capital  so  that  they  can  consolidate  those  privatized  com- 
panies and  build  new  ones;  and  how  they  can  create  an  enabling 
environment  that  will  encourage  growth  of  that  private  sector 
through  commercial  codes,  tax  systems,  and  customs  procedures 
that  are  not  arbitrary — the  whole  gamut.  The  other  part  of  it  is  the 
creation  of  r>  rule-of-law  society,  by  helping  them  with  the  democra- 
tization of  their  society,  making  their  parliament  work,  helping 
them  make  their  press  more  effective.  Their  press  was,  of  course, 
very  effective  when  the  Chechnya  thing  came  up  and  the  govern- 
ment was  sorely  criticized  for  what  it  did. 

That  wouldn't  have  happened  a  few  years  ago.  I  think  that  is  an 
irreversible  change  in  Russian  society.  We  are  now  working  assidu- 
ously with  the  Russians  on  the  crime  and  corruption  problem  in 
that  society  and  the  death  of  this  well-known  television  commenta- 
tor will,  I  think,  accelerate  the  desire  of  the  Russian  Government 
to  get  control  over  the'r  own  police  forces,  over  their  own  judicial 
system,  and  certainly  over  the  Mafia  that  is  increasingly  a  part  of 
the  hidden  economy  of  that  society. 

We  are  working  on  all  of  those  things.  We  are  working  on  the 
basis  of  where  the  opportunities  are. 

As  I  mentioned  earlier  to  another  Member,  when  you  get  a  pri- 
vatization ministry  that  is  run  by  a  reformer,  your  chances  of  suc- 
cess are  much  greater.  Someone  said  the  other  day,  you  privatize 
a  lot  of  companies,  but  a  lot  of  them  are  going  to  fail.  Why  didn't 
you  move  first  to  put  in  place  the  microeconomic  system,  the  t£ix 
system,  the  banking  system,  et  cetera? 

Well,  we  tried,  but  ,  ou  are  not  working  here  with  a  laboratory. 
It  is  not  as  if  everything  is  ideal.  The  ultimate  success  or  failure 
of  this  development  experiment  rest  with  the  Russian  people  and 
the  Russian  Government,  not  with  our  program. 

So  we  are  taking  targets  of  opportunity,  trying  to  move  them  in 
the  right  direction,  trying  to  educate  them  as  we  move  along.  We 
have  had  a  great  deal  of  success — so  much  so  in  the  privatization 
area  that  the  Ukrainians  want  to  emulate  it,  as  does  the  Belarus 
Government  and  the  Moldavian  Government  and  some  of  the  oth- 
ers. 

What  we  are  talking  about  here  is  trying  to  get  to  a  point  when 
we  have  crossed  a  line  that  we  know  is  there.  When  we  can  create 
the  enabling  environment  so  that  others  will  come  in  and  invest  it 
will  mean  that  USAID  can  get  out  of  there.  That  has  already  hap- 
pened in  the  Czech  Republic,  where  we  have  announced  we  are 
closing  our  mission.  It  has  happened  in  Estonia  where  we  have  an- 
nounced we  are  getting  out.  In  other  words,  the  people  that  sit  in 
Wall  Street  and  other  places  that  invest  capital  know  now  that 
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that  is  a  safe  place  to  put  their  money.  That  means  the  develop- 
ment process  will  go  on. 

So  we  want  to  work  ourselves  out  of  a  job. 

Mr.  Wilson.  Do  you  know  how  much  the  requests  are  for  this 
year? 

Mr.  Atwood.  Yes.  We  have  asked  for  $788  million  for  the  NIS 
states. 

Mr.  Wilson.  How  much  for  Russia?  Does  that  includes  Russia? 

Mr.  Atwood.  That  includes  Russia  and  less  than  half  of  that  will 
go  to  Russia.  It  is  only  one-third,  I  am  told,  Mr.  Wilson. 

Mr.  Wilson.  Thank  you. 

Mr.  Atwood.  Thank  you. 

Mr.  Callahan.  Are  you  finished,  Charlie? 

We  are  going  to  conclude  this  part  of  the  hearing,  Mr.  Atwood. 
Let  me  just  suggest  in  your  conversation  with  the  hierarchy  of  this 
administration,  when  they  are  dealing,  especially  with  Russia,  and 
they  get  into  a  toasting  match  with  Mr.  Yeltsin — and  I  understand 
he  likes  to  toast 

Mr.  Wilson.  That  is  a  serious  matqh. 

Mr.  Callahan  [continuing].  Just  forewarn  them  not  to  make  ex- 
tensive commitments  or  to  consider  those  commitments  as  an  obli- 
gation of  the  United  States  of  America  without  first  running  it 
through  Congress.  Because  it  is  causing  us  a  lot  of  problems. 

A  lot  of  allegations  are  coming  down  that  we  are  reneging  on  a 
commitment.  I  didn't  make  a  commitment  to  Russia.  The  Congress 
didn't  make  this  particular  commitment  to  Russia  on  the  housing 
program — ^yes,  they  did,  because  they  appropriated  the  money,  but 
please  forewarn  them  at  least  to  understand  that  as  far  as  I  am 
concerned  we  want  the  President  to  have  all  the  ability  in  the 
world  to  handle  foreign  policy,  but  with  respect  to  monetary  com- 
mitments, to  go  cautiously. 

We  have  some  more  questions,  I  do,  but  I  will  submit  them  for 
the  record  so  we  can  get  to  Mrs.  Bellamy.  Thank  you  for  coming. 

Mr.  Atwood.  Thank  you,  Mr.  Chairman. 

[Questions  and  answers  for  the  record  follow:] 

Questions  for  the  Record  Submitted  by  Chairman  Callahan 

Development  Fund  for  Africa 

Question.  The  Administration  is  requesting  $802  million  for  the  Development 
Fund  for  Africa  as  a  separate  appropriations  account.  However,  this  is  not  all  the 
development  assistance  that  would  be  provided  to  Africa  under  the  President's 
budget. 

Last  year's  committee  report  contained  a  funding  chart  that  estimated  almost  $2.2 
billion  in  development  assistance  would  be  provided  for  sub-Saharan  Africa  through 
the  1995  Foreign  Operations  act.  This  development  assistance  is  provided  not  only 
through  aid,  but  through  the  Peace  Corps,  the  African  Development  Foundation, 
and  various  multilateral  institutions  such  as  the  World  Bank. 

To  put  it  in  perspective,  that's  about  15  percent  of  the  total  new  budget  authority 
provided  for  all  activities  funded  by  this  subcommittee. 

If  aid  to  Israel  and  Egypt  are  backed  out,  25  percent  of  the  1995  foreign  aid  budg- 
et went  to  sub-Saharan  Africa  for  development  assistance  in  one  form  or  another. 

Do  you  have  an  estimate  of  the  total  amount  of  development  assistance  that 
would  be  provided  to  Africa  in  the  1996  budget  request,  not  only  through  the  Devel- 
opment Fund  for  Africa  but  also  through  other  parts  of  AID,  as  well  as  from  other 
agencies  in  this  bill?  Please  use  the  format  used,  and  the  agencies  and  programs 
identified,  on  page  68  of  House  Report  103-524. 


188 

Answer.  Africa  matters  a  great  deal  to  the  United  States  for  a  number  of  reasons. 
Nowhere  is  the  justification  for  foreign  aid  clearer  and  more  compelling  in  terms  of 
our  national  values,  than  Africa;  Africa  is  the  "final  frontier"  for  development.  It  is 
in  our  national  interest  to  prevent  crises  like  we  have  witnessed  in  Somalia  and 
Rwanda,  which  together  cost  us  $2.25  billion  in  emergency  assistance  funds.  "Pre- 
ventative diplomacy"  through  Development  assistance  helps  us  avoid  these  crises, 
as  witnessed  in  our  stemming  famine  in  the  drought-prone  Sahel  and  helping 
Southern  African  countries  rebound  from  a  devastating  drought.  Through  our  lead- 
ership with  other  donors,  we  also  have  some  clear  examples  of  peaceful  political 
transitions  which  had  the  potential  for  political  instability  and  crisis  that  we  helped 
prevent:  South  Africa,  Malawi,  Zambia,  Benin,  MaU  and  Niger. 

We  also  need  to  address  problems  in  Africa  which  are  global  in  nature  and  which 
know  no  national  boundaries,  including  pollution,  environmental  degradation,  and 
migration — which  are  fueled  by  high  population  growth  and  the  HIV/AIDS  pan- 
demic. 

There  is  huge  potential  within  Africa's  people  and  economies  that  already  creates 
jobs  and  exports  for  the  United  States.  In  1993,  the  United  States  exported  more 
to  sub-Saharan  Africa  ($4.8  billion)  than  to  Eastern  Europe  or  the  NIS,  including 
Russia  where  U.S.  exports  total  three  billion  dollars.  A  number  of  countries  have 
strategic  significance  to  us  as  well  in  terms  of  resources  (e.g.  Nigeria,  South  Africa 
and  Angola)  or  military  staging  rights  (e.g.  Kenya  and  Senegal)  which  are  important 
even  in  the  post-cold  war  period. 

While  the  overall  assistance  request  for  Africa  for  FY  96  is  over  two  billion  dol- 
lars, this  represents  a  drop  from  the  total  assistance  request  for  the  continent  for 
FY  95. 

Just  as  Africa  benefits  from  a  number  of  development  assistance  spigots,  other  re- 
gions of  the  world  receive  significant  levels  of  aid  in  addition  to  USAID-channelled 
assistance.  For  example,  Israel  receives  massive  amounts  of  U.S.  military  assist- 
ance; Egypt  borrows  heavily  from  the  World  Bank;  and,  countries  in  Asia  and  Latin 
America  receive  sizable  loans  from  their  respective  regional  development  banks  and 
grants  from  U.N.  agencies,  all  of  which  are  partially  underwritten  by  U.S.  contribu- 
tions to  these  multilateral  institutions. 

The  attached  table  illustrates  the  projected  levels  of  development  assistance  for 
Africa  for  fiscal  year  1996. 

United  States  development  assistance  to  Africa 

[Projected  FY  1996] 

Agency  for  International  Development: 

Development  fund  for  Africa  $802,000,000 

Centrally  funded  programs 56,000,000 

Disaster  assistance  150,000,000 


Total  1,008,000,000 


Other  bilateral  assistance:* 

Peace  Corps  63,020,000 

Africam  Development  Foundation 17,405,000 

Migration  and  refugee  assistance  169,100,000 

Total  249,525,000 


Multilateral  institutions:* 

World  Bank,  IDA  615,600,000 

African  Development  Bank,  development  fund 127,247,000 

African  Development  Bank 0 

United  Nations  Development  Program 25,960,000 

UNICEF  70,040,000 

UNFPA  9,400,000 

World  Health  Organization  27,053,000 

Food  and  Agriculture  Organization  3,600,000 

Total  878,900,000 


Grand  total  2,136,425,000 

1  Africa  share  of  United  States  funding. 
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"Graduation"  of  Asian  Tigers  vs.  Hope  for  African  Nations 

Question.  In  justifying  continued  development  assistance  for  African  nations,  your 
Congressional  Presentation  document  compares  them  with  the  so-called  "Asian 
tiger"  of  Indonesia,  Malaysia,  and  Thailand  of  the  early  1960's.  The  implication  is 
that  Africa  has  the  same  potential  for  growth  as  these  countries  have  demonstrated. 

I  suppose  the  implication  is  also  that  we  must  look  forward  to  thirty-five  years — 
or  perhaps  more — of  significant  development  assistance  for  Africa. 

I  m  not  trying  to  pick  on  any  one  countiy,  but  it  is  interesting  that  one  of  these 
"tigers",  Indonesia,  is  projected  to  receive  $61  million  in  development  assistance  in 
1996.  That's  more  than  any  country  in  sub-Saharan  Africa,  except  Ethiopia  and 
South  Africa. 

I  might  also  note  that  part  of  the  assistance  is  in  the  form  of  advice  from  the  In- 
ternal Revenue  Service  in  order  to  allow  Indonesia  to  increase  "the  efficiency  of  in- 
come tax  administration".  I'm  not  sure  we're  doing  them  any  favors. 

1.  Are  comparisons  between  the  Asian  tigers  and  Africa  really  appropriate? 
Wasn't  it  private  sector  investment,  low  labor  costs,  and  aggressive  trade  practices 
that  resulted  in  the  expansion  of  the  Asian  economies  in  the  past  thirty-five  years? 

Answer.  Private  sector  investment,  low  labor  costs,  and  aggressive  trade  practices 
have  played  a  major  role  in  the  rapid  expansion  of  the  successful  Asian  developing 
countries  over  the  past  three  or  four  decades.  But  they  do  not  explain  what 
launched  this  expansion. 

The  critical  point  about  some  of  the  successful  Asian  developing  countries  is  that, 
prior  to  their  '  takeoff',  they  resembled  some  of  today's  African  recipients  in  a  num- 
ber of  important  respects.  In  terms  of  objective  data,  they  were  similarly  poor,  as 
reflected  in  per  capita  incomes  and  social  indicators  such  as  literacy,  life  expectancy, 
and  infant  mortality.  In  terms  of  perceptions,  countries  such  as  Korea  and  Indonesia 
were  widely  perceived  as  hopeless  basketcases  in  the  1950's  and  1960's  respectively, 
just  prior  to  the  beginnings  of  their  rapid  expansion. 

A  report  on  Korea  in  the  mid-1950's  emphasized  a  daunting  list  of  problems:  scar- 
city of  basic  resources,  partition  of  the  country,  lack  of  exports,  a  large  and  rapidly 
growing  population,  inexperienced  management,  and  poor  economic  policies  mani- 
fested in  high  inflation,  extensive  regulations  and  price  controls,  and  government 
domination  of  the  economy.  Indonesia  in  1960  was  poor,  backward,  and  unsophisti- 
cated. It  suffered  from  secessionist  threats  from  several  directions,  chaotic  economic 
management  with  extensive  State  control,  and  xenophobia. 

Performance  in  these  two  countries  turned  around  only  after  considerable  invest- 
ments in  human  resources,  institutions,  physical  infrastructure,  and  agriculture; 
and  in  direct  response  to  major  shifts  in  economic  poUcies.  Donors  in  general,  and 
USAID  in  particular,  supported  this  by  providing  technical  advisors  in  a  variety  of 
areas;  through  high-level  training  of  technocrats,  through  investments  in  agricul- 
tural research,  infrastructure,  and  a  variety  of  institutions;  though  efforts  in  the 
area  of  population,  health  and  education;  and  through  important  interventions  in 
critical  sectors  such  as  finance. 

There  are  signs  of  this  sort  of  turnaround  in  several  countries  in  Africa,  such  as 
Uganda  and  Ghana,  which  have  improved  macroeconomic  management  and  liberal- 
ized important  sectors  of  the  economy  such  as  agriculture  and  trade.  A  recent  article 
concerning  Uganda  in  the  Washington  Post  (March  15,  Front  Page)  reports  on  accel- 
erated growth,  high  levels  of  direct  foreign  investment,  and  expanding  exports  in  re- 
sponse to  the  economic  policy  reforms  of  the  past  several  years,  reforms  which  have 
been  encouraged  and  supported  by  the  donor  community,  including  USAID. 

As  well  as  Indonesia  is  doing,  the  tvimaround  is  far  from  complete.  Per  capita  in- 
come is  still  the  same  as  Bolivia.  Work  needs  to  continue  to  sustain  economic 
growth  to  open  its  markets  and  to  address  problems  of  global  importance  in 
biodiversity,  population  and  the  environment.  What  distinguishes  Indonesia  is  its 
ability  to  use  aid  resources  effectively. 

Question.  2.  Even  if  African  countries  do  succeed  in  matching  certain  Asian  na- 
tions, will  they  continue  to  receive  development  assistance,  as  Indonesia  has? 

Answer.  We  also  expect  that  as  countries  develop,  the  need  for  foreign  assistance 
in  Africa  will  decline  in  absolute  terms,  in  terms  of  assistance  per  person,  and  in 
relative  importance  to  the  economy  as  measured  by  gross  domestic  product  (GDP). 

The  level  of  development  at  which  U.S.  foreign  assistance  stops  varies.  Countries 
in  Asia,  Latin  America  and  the  Near  East  such  as  Chile,  Thailand,  and  Tunisia  that 
either  graduated  in  FY  1995  or  will  graduate  in  FY  1996  have  per  capita  incomes 
well  over  $1,500.  In  contrast,  however,  Indonesia's  per  capita  income  in  1993  was 
$730.  In  Indonesia,  since  1980  U.S.  foreign  assistance  in  current  dollars  has  fallen 
by  more  than  half,  population  has  been  growing  at  about  2.3%  per  annum  and  GDP 
has  about  doubled.  This  is  consistent  with  our  expectation  that  U.S.  foreign  assist- 
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ance  to  Africa  will  fall  in  absolute  terms,  in  terms  of  assistance  per  person  and  in 
its  importance  in  African  economies  as  development  proceeds. 

The  major  shift  as  development  takes  place  in  Africa  will  be  from  public  to  private 
financing  and  from  grants  to  harder  loans.  Will  Africa  still  need  assistance  from  do- 
nors like  USAID  in  2015?  Yes,  some  countries  will  still  need  assistance,  but  it  will 
be  focused  on  narrow  problems  that  sharpen  African  countries'  ability  to  encourage 
and  better  use  private  flows. 

Development  Assistance  vs.  Humanitarian  Assistance 

Question.  A  significant  portion  of  the  funds  provided  for  development  assistance 
do  not  contribute  to  infrastructure  development  or  economic  development  directly. 
Rather,  they  are  more  in  the  nature  of  humanitarian  assistance.  For  instance,  al- 
most 20  percent  of  the  Development  Fund  for  Africa  is  allocated  for  child  survival 
activities,  health  care  and  HIV/AIDS  programs.  Another  10  percent  goes  for  basic 
education.  These  are  worthy  programs,  but  I'm  not  sure  it  can  be  argued  they  di- 
rectly led  to  economic  development.  In  the  long  run  they  may,  but  these  programs 
are  primarily  humanitarian  in  nature.  If  these  programs  are  considered  develop- 
ment assistance,  then  by  definition  it  will  be  a  generation — if  not  longer — before  we 
will  be  in  a  position  to  graduate  many  of  these  nations  from  foreign  aid.  It  will  also 
be  decades  before  many  of  these  nations  will  be  major  markets  for  American  prod- 
ucts— assuming  that  our  foreign  aid  actually  has  a  direct  impact  on  economic 
growth. 

Aren't  we  kidding  ourselves  when  we  claim  that  much  of  what  we  do  in  the  devel- 
opment assistance  accounts  will  have  a  positive  impact  on  the  U.S.  economy  in  the 
near  future? 

Answer.  USAID's  efforts  in  the  population,  health  and  education  sectors  contrib- 
ute directly  to  sustainable  development  and  economic  growth  by  enhancing  the  ca- 
pacity of  a  society  to  improve  its  quality  of  life  and  the  productive  capacity  of  its 
people.  While  such  assistance  can  be  justified  on  humanitarian  grounds  alone,  it  in 
fact  pij>vides  a  critical  foundation  for  achieving  broad-based  and  sustained  economic 
growth — a  foundation  upon  which  efforts  in  related  sectors  can  build.  Without  such 
a  foundation,  it  is  extremely  difficvdt  if  not  impossible  for  economic  development  to 
occur.  Citizens  who  are  suffering  from  malnutrition  and  disease,  and  who  have  no 
access  to  even  a  basic  education,  will  not  be  productive.  By  improving  the  well-being 
of  people,  USAID  development  assistance  directly  impacts  and  improves  the  eco- 
nomic breadth  of  developing  countries,  and  thereby  helps  these  nations  become  bet- 
ter and  more  stable  partners  of  the  United  States. 

Sustained  investments  in  people  is  one  of  the  main  factors  behind  the  emergency 
of  South  Korea,  Taiwan,  Thailand  and  the  other  East  Asian  Tigers  as  major  trading 
partners.  Most  of  these  countries  were  markets  for  the  U.S.  during  the  1980s  as 
well  as  today. 

These  human  capital  investments  yield  not  only  long-term  but  more  immediate 
benefits.  By  contributing  to  smaller,  healthier  families,  family  planning  and  child 
survival  efforts  afford  families  more  disposable  income  for  investment  and  pur- 
chases. By  reducing  the  spread  of  HIV/AIDS,  which  strikes  most  heavily  among 
urban,  educated  and  productive-age  groups,  these  efforts  can  suppress  the  economic 
impact  of  the  epidemic.  By  expanding  education  opportunities,  particularly  for  girls 
and  women,  countries  can  achieve  both  improved  health,  reduced  fertility,  and 
broad-based  economic  growth.  By  focusing  development  assistance  on  reducing  high 
rates  of  population  growth  which  threaten  fragile  economics,  USAID  is  promoting 
economic  growth  in  countries  which  would  otherwise  stagnate  because  they  cannot 
keep  pace  with  rapidly  growing  populations. 

U.S.  assistance  not  only  benefits  the  U.S.  by  developing  strong  trading  partners 
and  healthy,  well-educated  consumers  in  other  countries,  but  also  by  providing  jobs 
in  the  United  States.  For  example,  USAID  is  one  of  the  largest  single  purchasers 
of  contraceptives  from  U.S.  manufacturers. 

Consolidation  of  Foreign  Affairs  Agencies 

Question.  The  1991  Foreign  Operations  Appropriations  Act  authorized  a  Commis- 
sion on  the  Management  ofAID  Programs,  later  known  as  the  Ferris  Commission. 
This  Commission  reviewed  AID  operations  and  prepared  a  report  with  a  number  of 
recommendations  on  how  the  agency  should  be  reformed. 

One  of  the  two  major  recommendations  on  the  Commission  was  that  "the  AID 
should  be  fully  integrated  into  the  State  Department." 

The  Secretary  of  State  reportedly  made  a  similar  proposal  earlier  this  year,  and 
Senator  Helms  will  soon  be  introducing  legislation  that  would  consolidate  most  for- 
eign affairs  agencies  with  the  Department  of  State. 
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1.  We'd  like  to  know  what  you  think  about  this  proposal  and  why  you  don't  think 
it  makes  sense. 

2.  While  the  Administration  has  rejected  consolidation  at  the  present  time,  I  un- 
derstand that  you  and  the  State  Department  are  under  instructions  from  the  Vice 
President  to  develop  a  set  of  common  administrative  practices  and  procedures,  both 
domestically  and  overseas.  We'd  like  to  know  what  progress  has  been  made  in  this 
area,  and  what  savings  are  anticipated  in  1996. 

Answer.  We  believe  that  USAID  should  remain  an  independent  agency,  operating 
under  the  foreign  policy  guidance  of  the  Secretary  of  State,  for  several  reasons. 

First,  as  the  Vice  President  concluded,  USAID  has  a  unique  mission — to  develop 
integrated,  sustainable  solutions  to  problems  facing  developing  countries.  For  exam- 
ple, in  Tunisia,  which  is  graduating  from  U.S.  foreign  assistance  in  1996,  long-term 
success  has  been,  in  no  small  part,  a  result  of  USAID  assistance.  Tunisia's  GDP  has 
grown  from  $430  in  1961  to  $1,500  in  1991;  its  literacy  rate  has  risen  from  15  to 
65  percent  of  the  population;  its  life  expectancy  has  risen  from  47  to  68  years;  and 
its  population  growth  rate  has  been  reduced  from  3  to  2.2  percent. 

Second,  a  merger  of  USAID  into  the  Department  of  State  would  undermine  the 
considerable  progress  USAID  has  made  in  the  last  two  years  in  "reinventing  itself" 
I  can  truly  say  that  the  foreign  aid  programs  of  two  years  ago  and  the  agency  that 
implemented  them  are  in  the  past.  As  a  member  of  the  Ferris  Commission  said  ear- 
lier this  year,  "This  is  the  most  remarkable  transformation  of  a  government  agency 
I  have  ever  seen."  Because  of  these  reforms,  the  Commission  does  not  believe  now 
that  USAID  should  be  merged  into  the  Department  of  State. 

Third,  consolidation  of  agencies  with  disparate  missions  into  a  large  centralized 
bureaucracy  goes  against  the  current  trend  in  the  private  sector  where  companies 
are  getting  rid  of  functions  that  do  not  relate  to  their  core  businesses.  Sears,  Roe- 
buck and  Company,  after  its  retail  operation  began  steep  decline,  is  once  again  fo- 
cusing on  its  retail  business,  selling  off  the  real  estate,  insurance  and  securities 
businesses  it  bought  several  years  ago. 

Fourth,  as  the  Administration's  review  concluded,  a  merger  of  USAID  into  the  De- 
partment of  State  would  result  in  no  cost  savings. 

However,  at  the  Vice  President's  direction,  the  President's  Management  Council 
is  considering  the  possibility  of  setting  up  common  services  administrative  units 
(CASUs)  at  overseas  posts  to  handle  services  for  all  government  agencies  operating 
overseas.  In  addition,  the  Department  of  State,  USAID,  ACDA  and  USIA  are  re- 
viewing their  administrative  operations  to  determine  where  services  might  be  com- 
bined to  save  costs.  For  example,  USIA  plans  to  use  USAID's  new  financial  account- 
ing system  instead  of  designating  a  new  one. 

Cost  of  Peace  in  the  Middle  East 

Question.  Does  the  Administration  contemplate  providing  substantial,  long-term 
financial  support  to  Jordan  and  the  Palestinians  on  the  scale  of  the  funding  we  pro- 
vide to  Israel  and  Egypt? 

Answer.  U.S.  assistance  to  Jordan  and  the  Palestinians  is  considerably  less  than 
that  for  Israel  and  Egypt.  Following  the  September  1993  signing  of  the  Declaration 
of  Principles  between  Israel  and  the  PLO,  the  U.S.  Government  pledged  $500  mil- 
lion to  the  Palestinians  over  five  years  (1994—98),  or  approximately  $75  million  a 
year  in  USAID-managed  fiinds  and  $25  milUon  in  investment  support  from  the  U.S. 
Overseas  Private  Investment  Corporation. 

In  recognition  of  Jordan's  courageous  step  in  making  peace  with  Israel,  the  U.S. 
government  has  requested  $275  million  in  aebt  relief  For  FY  1996,  the  Administra- 
tion is  also  seeking  $1.2  million  for  military  training  (IMET)  and  $30  million  in  For- 
eign Military  Financing  to  enhance  professionalism  in  the  armed  forces  and  security 
along  Jordan's  borders.  While  other  options  may  be  considered  in  the  future,  the  Ad- 
ministration has  not  requested  an  increase  in  bilateral  economic  assistance  to  Jor- 
dan for  FY  1996. 

Enhanced  Credit  Initiative 

Question  The  USAID  is  requesting  $10  million  in  subsidy  budget  authoritv  for  a 
proposed  new  initiative,  the  Enhanced  Credit  Program.  It  is  intended  that  this  ap- 
propriation will  support  a  $100  million  loan  program  level.  Only  half  of  one  page 
in  the  Congressional  Presentation  discusses  this  $100  million  proposal,  and  very  lit- 
tle information  is  provided.  Why  should  the  Committee  be  supporting  the  establish- 
ment of  a  new  program? 

Answer.  The  proposed  Enhanced  Credit  Program  (ECP)  is  more  of  an  additional 
funding  facility  than  a  stand  alone  program.  Congress  will  establish  the  priorities 
for  the  foreign  aid  program  and  the  bulk  of  USAID  assistance  will  continue  to  be 
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made  on  grant  terms.  But,  where  we  can  achieve  ovir  assistance  goals  with  credits 
in  lieu  of  grants,  we  beUeve  it  is  cost  effective  to  do  so.  Through  ECP,  we  seek  to 
gradually  expand  the  use  of  credit  to  fiind  development  activities.  The  flexibility  af- 
forded by  this  credit  authority  will  allow  USAID  to  rationally  choose  the  most  ap- 
propriate mechanism — loans,  guarantees  or  grants — to  fund  its  assistance.  For  cred- 
itworthy countries  and  projects,  ECP's  market-rate  terms  will  provide  us  with  an 
alternative  financing  tool  to  achieve  our  assistance  goals  in  a  more  cost-eflicient 
manner.  ECP  is  also  planned  as  a  tool  to  move  more  advanced  developing  countries 
toward  graduation  from  direct  USAID  assistance. 

Question:  Specifically,  what  types  of  projects  and  programs  would  be  supported  by 
this  new  loan  program? 

Answer.  The  Enhanced  Credit  Program  (ECP)  will  support,  at  the  request  of  our 
field  missions,  projects  within  all  of  USAID's  four  strategic  priorities.  ECP's  flexibil- 
ity to  substitute  credit  for  grant  will  not  change  the  essential  nature  of  USAID  as 
a  primarily  grant  agency,  nor  will  it  change  Congressional  strategies  or  priorities. 
We  seek  to  use  ECP  to  finance  projects  which  are  both  developmentally  sound,  and 
also  creditworthy  and  financially  viable;  the  revenue  stream  from  such  projects 
would  be  expected  to  service  all  debt.  Such  projects  are  particularly  useful  in  help- 
ing "graduate"  more  advanced  developing  countries  from  direct  USAID  assistance. 

Specific  examples  of  possible  ECP  projects  include: 

A  municipal  bond  guarantee  in  Indonesia  for  locally-financed  environmental  infra- 
structure; 

a  loan  facility  in  India  to  support  the  purchase  of  clean  energy  cogeneration  tech- 
nology; and 

the  first  waste  water  treatment  plant  to  be  constructed  in  Tetouan,  Morocco. 

Question.  Who  would  receive  these  loans? 

Answer.  The  Enhanced  Credit  Program  (ECP)  would  support  loans  to  both  sov- 
ereign governments  and  non-sovereign  entities,  such  as  private  enterprises,  munici- 
palities and  regional  governments.  In  the  case  of  non-sovereign  projects,  we  antici- 
pate that  a  majority  of  ECP  activity  will  involve  sharing  risk  with  intermediary  fi- 
nancial institutions  in  support  of  an  individual  loan  or  a  portfolio  of  loans.  In  a  more 
limited  number  of  cases,  USAID  would  extend  credit  directly  to  a  non-sovereign 
project. 

Question.  What  are  the  anticipated  terms  for  repayment  of  these  loans?  If  the  de- 
fault rate  is  expected  to  be  high,  or  if  we  will  end  up  forgiving  many  of  these  loans, 
isn't  it  the  same  thing  as  providing  a  grant? 

Answer.  Each  Enhanced  Credit  Program  (ECP)  project  will  be  financed  at  or  near 
market  rates  of  interest  and,  not  at  subsidized,  below-market  rates.  Generally,  the 
maturities  of  the  loans  will  be  based  on  the  cash  flow  projections  of  individual 
projects.  The  prograim  will  charge  two  tjrpes  of  fees:  ( 1)  an  initial  fee  to  capture  a 
portion  of  the  administrative  costs,  and  (2)  risk-based  fees  to  cover  a  portion  of  the 
anticipated  risk.  The  risk  calculation  for  each  project  will  take  into  account  a  variety 
of  factors,  including  loan  terms,  fees  and  the  anticipated  financial  viability  of  each 
project.  Credit  resources  will  be  directed  only  to  the  more  creditworthy  borrowers 
and  projects.  USAID  will  continue  essentially  as  a  grant-making  agency  for  all  but 
a  small  percentage  of  activities.  Those  projects  whose  risk  is  judged  to  be  excessively 
high  will  not  be  financed. 

Assistance  To  Bosnia 

Question.  The  1996  budget  request  includes  $80  million  in  assistance  to  Bosnia, 
primarily  for  rehabiUtation  and  reconstruction  assistance.  Would  these  funds  be 
used  in  the  absence  of  a  peace  agreement  in  Bosnia  between  the  warring  factions? 

Answer.  Under  present  conditions,  some  rehabilitation  and  reconstruction  assist- 
ance is  being  provided.  So  even  without  a  peace  agreement,  we  would  expect  to  use 
a  significant  portion  of  the  $80  million  for  this  purpose.  The  balance  would  most 
appropriately  be  dedicated  to  humanitarian  assistance.  If  the  situation  deteriorates 
and  fighting  escalates,  the  majority  of  these  resources  would  be  used  to  address 
emergency  humanitarian  needs. 

USAID  Appropriation  Account  Structure 

Question.  Currently  the  development  assistance  accounts  are  divided  into  three 
appropriation  accounts:  the  Development  Assistance  Fund;  the  Population  account; 
and  the  Development  Fund  for  Africa.  The  1996  budget  request  proposes  that  the 
first  two  accounts  be  merged. 

1.  Why  are  you  making  this  proposal? 

2.  Doesn't  it  make  sense  for  all  development  assistance  to  be  merged  into  one  ac- 
count, including  the  Development  Fund  for  Africa? 
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Answer.  For  many  years  the  Agency  has  sought  a  single  Development  Assistance 
appropriation  in  the  belief  that  predetermined,  separate  sectoral  appropriations  do 
not  provide  sufTicient  flexibility  to  meet  foreign  policy  and  developmental  priorities 
as  they  arise. 

The  case  for  the  separate  Development  Fund  for  Africa  is  based  on  the  reality 
that  a  high  percentage  of  African  recipient  countries,  despite  progress,  are  still  eco- 
nomically and  politically  fragile;  eighteen  of  the  world's  poorest  countries  are  located 
in  Africa,  some  lacking  even  basic  infrastructure.  The  Development  Fund  for  Africa, 
as  authorized,  is  an  appropriate  response  to  the  special  development  concerns  of  the 
sub-Saharan  Africa  region.  A  separate  development  account  available  exclusively  for 
Africa  provides  some  assurance  that,  for  those  countries  willing  to  make  hard 
choices  to  help  themselves,  we  are  committed  to  assisting  them  for  the  longer  term. 

Disaster  Assistance 

Question.  The  Agency  is  requesting  $200  million  for  International  Disaster  Assist- 
ance, an  increase  of  $30  million  over  the  1995  enacted  level.  I  understand  most  of 
this  increase  is  associated  with  the  transfer  of  responsibility  for  assistance  to  the 
Kurdish  refugees  from  the  Defense  Department  to  U.S.  Agency  for  International  De- 
velopment (USAID). 

Can  USAID  operate  this  program  in  1996  at  the  1995  appropriated  level  of  $170 
milhon? 

In  order  to  operate  at  the  same  operating  level  in  1996,  can  USAID  narrow  the 
scope  of  its  activities  in  this  account  to  deal  strictly  with  disaster  relief,  as  opposed 
to  transition  assistance  that  might  be  funded  through  development  assistance  ac- 
counts? 

Answer.  The  $200  million  request  for  International  Disaster  Assistance  will  fund 
regular  USAID  disaster  programs  plus  the  Kurdish  relief  program  in  northern  Iraq 
for  which  funds  have  been  appropriated  to  the  Department  of  Defense  in  prior  years 
and  Kurdish  relief  spending  has  been  additional  to  USAID's  International  Disaster 
Assistance  expenditures  elsewhere  in  prior  years.  The  total  requested  for  the  Iraqi 
relief  and  other  disaster  relief  is  $175  million.  USAID  is  working  with  DoD  to  assess 
requirements  for  the  FY  1996  Kurdish  program.  In  past  years,  the  Kurdish  require- 
ment has  been  $30  million.  We  do  not  expect  the  FY  1996  level  to  be  greatly  dif- 
ferent; but  we  have  not  yet  fixed  the  precise  amount.  In  addition,  $25  million  is  re- 
quested for  Transition  Initiative  programs. 

USAID  will  not  be  able  to  operate  these  programs  at  the  1995  appropriated  level 
of  $170  million.  We  simply  do  not  see  reductions  in  requirements  for  disaster  assist- 
ance, Kurdish  refugees  or  Transition  assistance.  In  fact,  we  have  been  forced  every 
year  in  recent  years  to  use  the  full  $50  million  of  development  assistance  funds  that 
may  be  redirected  annually  to  disaster  requirements  pursuant  to  section  492  (b)  of 
the  Foreign  Assistance  Act  to  supplement  International  Disaster  Assistance  appro- 
priations. We  foresee  the  need  for  continued  use  of  this  authority  in  FY  1995  and 
possibly  in  FY  1996.  If  the  requested  appropriation  is  reduced  from  $200  million  to 
$170  million,  we  would  need  to  exercise  the  borrowing  authority  earlier,  and  curtail 
our  disaster  response  capacity. 

If  the  additional  resources  necessary  for  northern  Iraq  are  not  provided,  the  U.S. 
Government  would  be  limited  to  addressing  basic  emergency  winterization  needs, 
with  a  sharp  reduction  in  previously  funded  agricultural  resettlement  activities.  Re- 
ducing these  longer-term  efforts  could  significantly  increase  the  overall  cost  of  the 
relief  program,  since  such  activities  set  the  stage  for  phase-down  of  donor  assist- 
ance. 

It  would  not  be  possible  to  operate  the  Transition  Initiatives  program  through  the 
development  assistance  accounts.  This  program  generally  operates  in  countries  tak- 
ing preliminary  steps  out  of  disasters  arising  from  civil  strife;  many  activities,  such 
as  military  demobilization  in  Angola  and  Haiti  and  himian  rights  monitors  in  Rwan- 
da, do  not  fit  readily  within  the  authorities  of  the  development  assistance  accounts. 
Also,  the  Transition  Initiatives  program  depends  heavily  on  rapid  and  flexible  re- 
sponse mechanisms.  The  authority  to  provide  assistance  "notwithstanding  any  other 
provision  of  law,"  which  is  included  in  the  disat '  "r  assistance  account,  is  essential 
to  program  effectiveness.  This  clause  also  provides  the  flexibility  to  respond  in  coun- 
tries where  USAID  cannot  operate  other  assistance  programs. 

Promoting  Democracy 

Question.  Wliat  is  the  funding  for  democratic  development  in  the  AID  budget  for 
fiscal  years  1995  and  1996,  by  appropriations  account? 

Answer.  Funding  for  USAID  democratic  development  programs  in  FYs  1995-1996 
by  account  is  as  follows: 
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[In  millions  of  dollars] 


1995  1996 


Development  assistance 88.0  105.5 

Development  fund  for  Africa 87.0  64  5 

Economic  support  funds  1 18.9  87.0 

Special  assistance  initiative:  Central  and  Eastern  Europe  71.1  63.2 

New  Independent  States  72.3  75.7 

Total  437  3  395.9 

These  totals  by  account  may  differ  very  slightly  from  the  country  list  provided  in 
a  separate  response  because  of  rounding. 

Question.  What  is  the  nature  of  these  programs? 

Answer.  During  the  past  decade,  USAID  has  focussed  increased  attention  on  pro- 
moting democracy  in  all  regions.  The  Clinton  Administration  has  further  embel- 
lished this  emphasis  by  acknowledging  the  critical  role  that  democratic  institutions 
and  values  play  in  achieving  sustainable  development. 

Operating  from  this  analytic  perspective,  USAID  has  identified  four  specific  objec- 
tives for  its  dei^ocracy  activities: 

Promoting  meaningful  political  competition  through  free  and  fair  electoral  proc- 
esses; 

Enhancing  respect  for  the  rule  of  law  and  internationally  recognized  human 
rights; 

Encouraging  the  development  of  an  autonomous  and  politically  engaged  civil  soci- 
ety; and 

Fostering  transparent  and  accountable  governance. 

Within  this  rubric,  activities  depend  on  the  country  context,  the  activities  of  other 
donors,  and  the  precise  areas  where  USAID  has  a  comparative  advantage  in  terms 
of  expertise  and  delivery  mechanisms.  Depending  on  the  circumstances  and  the  spe- 
cific objective  targeted,  USAID  may  provide  support  to  an  election  commission,  a 
democratically  elected  legislature,  the  judiciary,  media,  political  parties,  labor 
unions  and  nongovernmental  organizations.  The  types  of  activities  range  from  tech- 
nical assistance  and  training  to  financial  and  infrastructure  support. 

The  following  operational  principles  guide  the  development  of  all  programs  in  the 
democracy  sector: 

Ensuring  participation  of  local  groups  in  strategic  planning  and  program,  develop- 
ment, design,  implementation  and  evaluation: 

Incorporating  the  concerns  of  women  and  minorities  from  the  strategic  planning 
through  the  evaluation  phases  of  all  activities; 

Pursuing  program  implementation  in  a  consciously  nonpartisan  manner; 

Encouraging  reliance  on  trainers  and  resource  persons  from  different  countries, 
representing  varjdng  democratic  practices,  rather  than  relying  exclusively  on  U.S. 
nationals  and  models  from  U.S.  Government  structures  and  practices;  and 

UtiUzing  approaches  that  emphasize  sustainability  and  local  empowerment  over 
attainment  of  short-term  performance  targets. 

Question.  Are  these  programs  carried  out  directly  by  AID,  or  by  NGO's  and 
PVO's? 

Answer.  USAID  considers  collaboration  with  nongovernmental  organizations  es- 
sential for  achieving  democracy  building  objectives.  In  particular,  US  PVO/NGO  ties 
to  indigenous  counterparts  and  their  international  credibility  make  these  organiza- 
tions valuable  partners  in  democracy  building.  This  is  important  in  the  democracy 
sector,  where  strengthening  nongovernmental  entities  directly  serves  the  goal  of  de- 
mocratization. 

Virtually  all  USAID  democracy  programs  entail  substantial  involvement  of  both 
U.S.  and/or  locail  NGOs.  Indeed,  in  some  countries  where  basic  human  rights  are 
not  respected  or  the  government  has  not  demonstrated  the  political  will  to  initiate 
democratic  reforms,  USAID  will  work  only  with  nongovernmental  organizations  in 
an  attempt  to  stimulate  demand  for  reform.  In  other  contexts,  USAID  provides  sup- 
port to  NGOs  and  PVOs  in  an  effort  to  help  develop  a  democratic  political  culture. 

Question.  Please  provide  a  breakout  of  the  1995  and  1996  funding  for  democracy 
development  programs  by  country,  including  a  breakout  of  funding  provided  to 
NGOs  in  each  country,  funding  expended  directly  by  USAID  and/or  other  govern- 
ment agencies,  and  funding  provided  to  other  U.S.  nonprofit  or  private  organiza- 
tions. 

Answers.  The  breakout  of  the  1995  and  1996  funding  for  democracy  development 
programs  by  country  is  as  follows: 
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FYS  1995-1996  DEMOCRACY  PROGRAM  FUNDING 

[In  thousands  of  dollars) 


FY  1995 


FY  1996 


$9,071 

4,606 

5.390 

500 

15,000 
8,204 
3,600 
1.146 
1.649 

18.326 

3.110 

5,500 

470 


Bureau  for  Asia/Near  East: 

Asia/Near  East  regional  $682 

Bangladesh 4.211 

Cambodia  4.750 

East  Asia  regional 125 

Egypt 13.840 

Indonesia  5.631 

Lebanon  2.345 

Morocco 0 

Nepal  1,538 

Ptiilippines 5.339 

Sri  Lanka  2.196 

West  Bank/Gaza  7.549 

Yemen  0 

Sub-total  

Latin  America  and  the  Caribbean: 

Belize  

Bolivia 

Brazil  

Chile  

Colombia 

Costa  Rica 

Dominican  Republic  

Ecuador  

El  Salvador 

Guatemala 

Guyana 

Haiti 

Honduras  

Jamaica  

LAC  regional  

Mexico 

Nicaragua  

Panama  

Paraguay 

Peru  

Rocap  

Sub-total  

Bureau  for  Africa: 

Africa  regional  15,673 

Angola 2.200 

Botswana 0 

Burundi 4.996 

Eritrea  2,000 

Ethiopia  2.400 

Gambia  1.481 

Ghana  4.000 

Guinea  1,758 

Guinea-Bissau  1,481 

Kenya 1,651 

Madagascar 1,100 

Malawi  1,200 

Mozambique 5,700 

Namibia  1,596 

Niger  713 

REDSO/EA  475 

REDSO/WA 32 

Rwanda 960 

Sao  Tome/Principe 300 


48,206 

76,572 

0 

0 

5,596 

3,876 

123 

500 

950 

0 

850 

0 

1,299 

0 

1,353 

2,436 

790 

2,464 

12,789 

5,761 

1,517 

1,953 

359 

2.485 

44,799 

17,661 

452 

2,338 

280 

200 

20,080 

21,049 

126 

108 

15,349 

6,000 

5,088 

3,031 

600 

1,423 

2,933 

7.896 

920 

2.561 

116,253 

81,742 

6,471 

0 

0 

1,651 

2,000 

2,426 

1,500 

1,400 

2,110 

1,490 

1,300 

770 

1.300 

2,200 

1,250 

810 

500 

32 

500 

300 
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FYS  1995-1996  DEMOCRACY  PROGRAM  FUNDING— Continued 

(In  thousands  of  dollars] 


FY  1995 


FY  1996 


Somalia 750  625 

South  Africa 25,186  20.180 

Southern  Africa  regional 2,000  2,500 

Tanzania  3,255  3,350 

Uganda  288  800 

Zambia  3,490  4,000 

Sub-total  84,685  59.465 

Bureau  for  Europe  and  N.I.S. 

Armenia  1,331  1,715 

Azerbaijan 374  355 

Belarus  836  2,030 

Cyprus 10,000  10,000 

Eastern  European  regional 71,127  63,200 

Georgia  1.599  1.495 

Kazakhstan  2,635  3,340 

Kyrgyz  Republic  1,445  1.070 

Moldova  1.014  1.035 

Newly  Independent  States 6.133  10.120 

Russia 40.766  36,150 

Tajikistan 1,186  715 

Turkmenistan 277  1,030 

Ukraine  13,681  15,560 

Uzbekistan  1.080  1.060 

Sub-total  153,484  148,875 

Bureau  for  Global  Programs: 

Democracy  and  governance  , 28,068  25,265 

Education 400  0 

Emerging  markets  312  0 

Women  in  Dev  3,786  999 

Sub-total  

Bureau  for  Humanitarian  Response  [BHR]: 

Private/Vol  coop 

Sub-total  

Bureau  for  Policy  and  Program  Coordination: 

Center  for  Development  Information  and  Evaluation 

Policy  planning  and  coordination  

Sub-total  

Total  world-wide  437,415  395,882 


32,566 

26.264 

1,184 

1.363 

1,184 

1,363 

917 
120 

1,480 
121 

1,037 

1,601 

USAID  does  not  have  the  precise  information  for  democracy  funding  provided  di- 
rectly by  other  government  agencies.  USAID  does  provide  funds  for  democracy 
building  programs  to  the  Department  of  Justice,  USIA,  Department  of  State,  and 
the  Department  of  Labor. 

Finally,  assistance  provided  directly  to  NGOs  in  particular  countries  and  to  U.S. 
non-profit  or  private  organizations  for  work  in  specific  countries  is  not  readily  avail- 
able from  the  current  USAID  budgeting  system  in  Washington  D.C.  Retrieval  of  this 
information,  at  this  time,  would  require  detailed  review  by  each  USAID  mission  of 
its  portfolio. 

Relation  of  G/DG  to  the  National  Endowment  for  Democracy 

Question.  How  do  AID's  programs  and  projects  differ  form  those  funded  by  the 
National  Endowment  for  Democracy? 
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Answer.  USAID  approaches  democracy  promotion  in  the  context  of  a  sustainable 
development  program  targeted  in  countries  that  have  demonstrated  a  commitment 
to  political  and  economic  development.  USAID  focuses  its  largest  amount  of  re- 
sources in  targeted  interventions  to  achieve  specific  democratization  objectives. 

Working  with  U.S.  nongovernmental  organizations,  private  contractors  and  other 
USG  agencies,  the  Agency  provides  grants  and  technical  assistance  to  meet  critical 
needs  in  four  main  areas:  elections,  rule  of  law  and  human  rights,  civil  society  and 
governance. 

The  NED  programs  generally  focus  on  countries  where  there  is  no  or  a  limited 
USAID  presence,  often  because  their  democracy/human  rights  records  is  such  that 
they  are  not  considered  sound  development  partners.  NED's  programs  are  also  more 
short-term,  tj^ically  a  scattering  of  small  grants  to  plant  "seeds",  and  are  imple- 
mented without  specific  linkages  to  achieving  sustainable  development. 

Promoting  Democracy 

Question.  How  does  USAID  coordinate  its  democracy  development  activities  with 
other  agencies?  Does  a  formal  mechanism  or  agreement  exist  for  such  coordination? 

Answer.  USAID  is  an  active  participant  in  the  Inter-Agency  Working  Group  on 
Democracy  and  Human  Rights  chaired  by  the  Assistant  Secretary  of  State  for  De- 
mocracy, Human  Rights  and  Labor,  which  was  established  by  the  Clinton  Adminis- 
tration in  March  1994  and  which  sets  broad  policy  for  the  various  agencies  in  the 
context  of  promoting  democracy.  Additional  inter-agency  coordination  of  USG  de- 
mocracy programs  occurs  in  the  field.  Many  overseas  missions  have  established 
inter-agency  coordinating  committees  on  democracy  promotion  and  human  rights 
protection.  At  both  the  Washington  and  field  levels,  program  and  budget  informa- 
tion is  discussed  to  avoid  duplication  of  effort. 

USAID  contributes  to  the  USG's  overall  goal  of  democracy  promotion  by  ensuring 
that  constraints  to  both  democracy  and  development  are  addressed  in  the  context 
of  the  agency's  efforts  to  promote  sustainable  development.  Working  with  U.S.  non- 
governmental organizations,  private  contractors  and  other  USG  agencies,  the  Agen- 
cy provides  grants  and  technical  assistance  to  meet  critical  needs  in  four  main 
areas:  elections,  rule  of  law  and  human  rights,  civil  society  and  governance.  In  addi- 
tion to  working  in  countries  with  sound  development  partners,  USAID  technical  as- 
sistance mechanisms  also  are  available  for  use  in  countries  where  there  is  a  strong 
foreign  policy  interest  for  U.S.  democracy  promotion  activities,  including  situations 
of  rapid  transition  and  complex  emergencies. 

Operating  Expenses  for  Promoting  democracy 

Question.  For  fiscal  years  1995  and  1996,  what  is  the  funding  allocated  with  the 
operating  expenses  of  USAID  for  democracy  development  programs,  directly  and  in- 
directly, including  overhead?  What  are  the  fiinded  positions  (FTE)  allocated  for  this 
purpose? 

Answer.  The  operating  expense  account  is  used  to  fund  salaries  and  support  costs 
of  all  direct  hire  employees  of  USAID  as  well  as  general  administrative  costs  associ- 
ated with  carrjang  out  inherently  governmental  functions,  such  as  accounting  and 
procurement.  Allocations  of  funds  are  made  based  on  staffing  levels,  and  associated 
staff  support  costs,  of  individual  organizations,  not  by  individual  program  objectives. 
Our  limited  staff  resources  oflen  result  in  individuals  having  responsibility  for  pro- 
grams covering  multiple  areas  of  concentration.  While  this  makes  it  impossible  to 
specify  exactly  what  portion  of  the  operating  expense  budget  goes  to  support  democ- 
racy programis,  the  overall  operating  expenses  of  the  Agency  (Agency  overhead  if  you 
will)  is  estimated  at  7.6  percent  for  FY  1996,  basically  unchanged  from  prior  years. 
Applying  this  overhead  rate  to  the  FY  1995  and  FY  1996  democracy  programs  with- 
in our  Development  Assistance  accounts  would  give  an  operating  expense  cost  of 
about  $12  million  annually. 


Questions  for  the  Record  Submitted  by  Congressman  Porter 

International  Conference  on  Population  and  Development 

Question.  At  the  UN  conference  on  Population  and  Development,  the  United 
States  joined  nearly  every  nation  on  earth  in  committing  to  an  agenda  for  popu- 
lation stabilization  and  sustainable  development.  Can  you  outline  how  the  Presi- 
dent's request  for  AID  plans  to  fulfill  the  commitments  we  made  in  Cairo? 
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Answer.  The  International  Conference  on  Population  and  Development  (ICPD) 
Program  of  Action  identified  priority  program  objectives  in:  family  planning,  mater- 
nal health  and  nutrition,  and  STD/HIV/AIDS  prevention;  other  population  and 
health  programs,  including  child  survival;  and  education  and  empowerment  of 
women.  The  Program  of  Action  also  identified  broader  goals  including  environ- 
mental protection,  broad-base  economic  growth  and  building  democratic  institutions, 
including  enhancing  the  role  of  NGOs. 

USAID's  five  strategic  goals  closely  parallel  those  of  the  ICPD  Program  of  Action. 
Across  all  of  these  sectors,  the  education  and  empowerment  of  women  is  seen  as 
both  a  critical  means  and  end.  Within  the  population  and  health  sector,  priority 
interventions  include  family  planning,  improving  child  health,  improving  maternal 
and  reproductive  health;  and  prevention  of  sexually  transmitted  infections,  includ- 
ing HIV/AIDS.  Strong  emphasis  throughout  USAID's  program  is  placed  on  the  par- 
ticipation of  non-governmental  organizations. 

Almost  half  of  USAID's  development  assistance  budget,  or  about  $1  billion  is  de- 
voted to  the  priority  areas  agreed  to  in  Cairo. 

In  addition  to  the  high  priority  given  to  the  population  and  health  sector  and  to 
expanding  the  role  of  women,  new  intersectoral  activities  are  getting  underway,  fa- 
cilitated by  the  overall  Agency  reorganization.  These  include:  a  new  initiative  in 
girls'  and  women's  education;  an  increasing  number  of  joint  activities  involving  pop- 
ulation, health  and  women  in  development  programs;  and  initiatives  to  link  popu- 
lation and  environmental  activities. 

Assistance  to  China 

Question.  A  question  was  posed  to  me  the  other  day  that  I  want  to  ask  you.  A 
person  with  whom  I  was  meeting  asked  why,  if  we  believed  that  development  assist- 
ance can  help  promote  democracy,  rule  of  law,  respect  for  human  rights  and  free 
markets  in  the  countries  of  the  former  Soviet  Union,  does  the  U.S.  not  pursue  a 
carefully  targeted  foreign  assistance  program  in  the  People's  Republic  of  China  de- 
signed to  promote  these  ideals. 

Clearly  host  government  willingness  to  accept  an  assistance  program  and  the  abil- 
ity to  undertake  a  program  of  sufficient  size  and  scope  to  have  a  measurable  effect 
are  important  considerations.  Can  you  tell  me  if  USAID  is  presently  considering  any 
type  of  assistance  program  to  the  People's  Republic  of  China?  Is  there  any  statutory 
impediment  to  such  a  program?  I  am  not  advocating  such  a  program.  I  am  simply 
curious. 

Answer.  The  Administration  is  requesting  fiinding  for  civil  society  programs  in  its 
FT  96  ESF  budget  request.  U.S.  non-governmental  organizations  will  carry  out  ac- 
tivities to  enhance  citizen  participation  in  public  interest  issues.  These  programs 
will  support  a  long-term  effort  to  promote  human  rights  in  China  and  will  be  imple- 
mented by  the  Department  of  State.  USAID  does  not  currently  have  programs  in 
China  due  to  policy  and  administrative  constraints. 

Albanian  Human  Rights 

Question.  After  several  trials  and  a  host  of  irregularities,  the  government  of  Alba- 
nia recently  released  four  Greek-Albanians  who  had  been  arrested  in  Albania  for 
supposed  treason  and  illegal  weapons  possession.  The  entire  episode  calls  into  ques- 
tion the  level  of  commitment  the  Albanian  government,  under  President  Sali 
Berisha,  has  to  rule  of  law  and  human  rights. 

Albania  is  clearly  struggling  to  transform  from  an  isolationist,  communist  state 
to  a  modern  democratic  one.  Could  you  comment  on  the  USAID  program  in  Albania, 
the  level  of  cooperation  you  are  receiving  from  the  Albanian  government  and  the 
focus  this  program  is  taking  on  promoting  human  rights  and  the  rule  of  law? 

Answer.  Once  the  most  repressive  and  isolated  of  Eastern  Europe's  Marxist-Len- 
inist states,  Albania  has  experienced  significant  economic  restructuring  and  political 
reform.  President  Sali  Berisha's  government  has  made  progress  in  guaranteeing  re- 
spect for  fundamental  human  rights,  operating  under  a  system  of  free  elections,  es- 
tablishing a  broad  range  of  democratic  institutions  and  establishing  rule  of  law.  As 
the  trial  of  the  four  Greek-Albanians  pointed  out,  much  work  still  needs  to  be  done 
to  bring  the  Albanian  justice  system  up  to  international  standards.  To  the  GOA's 
credit,  it  has  raised  judges'  salaries  to  be  able  to  retain  higher  caliber  individuals, 
established  more  district  courts,  and  has  been  very  open  to  donor  assistance  in  the 
rule  of  law  area.  The  Council  of  Europe,  for  instance,  has  just  initiated  a  substantial 
judicial  training  effort,  while  USAID  financed  activities  through  the  American  Bar 
Association's  Central  and  East  European  Law  Initiative  (ABA/CEELI)  has  been 
strengthening  the  new  Albanian  Bar  Association,  improving  legal  education  and 
providing  input  in  judicial  reform.  USAID  also  is  planning  to  fund  the  Department 
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of  Justice  to  work  cooperatively  with  ABA/CEELI  on  anti-crime  and  corruption  is- 
sues. A  $435,000  police  training  program  is  being  planned  for  FYSS. 

In  the  area  of  human  rights,  the  SEED  program,  through  the  German  Marshall 
Fund,  has  also  supported  the  work  of  Albanian  NGOs.  This  includes  the  Albanian 
Helsinki  Group  and  the  Association  of  the  Albanian  Women.  Although  these  NGOs 
are  a  promising  beginning  to  a  civil  society  in  Albania,  it  will  simply  take  more  time 
before  Albanian  NGOs  feel  comfortable  with  assuming  an  advocacy  role. 

Armenian  Program 

Question.  The  nations  of  the  former  Soviet  Union  are  struggling  to  overcome 
seven  decades  of  autocratic  governance  and  non-market  economies.  One  that  has 
made  great  strides  is  Armenia.  One  of  the  major  impediments  to  Armenian  eco- 
nomic development  is  the  unwillingness  of  Armenia  s  neighbors  to  allow  goods 
bound  for  Armenia — even  U.S.  humanitarian  assistance — to  transit  their  territory. 

Reps.  Chris  Smith  and  Joe  Kennedy  have  introduced  a  bill  that  would  help  re- 
solve these  tyi>es  of  situations.  The  Humanitarian  Aid  Corridor  Act  would  prohibit 
any  U.S.  assistance  to  nations  that  block  U.S.  humanitarian  aid  to  a  country,  which 
is  tantamount  to  actively  opposing  U.S.  policy. 

I  am  an  original  cosponsor  of  this  bill  and  believe  it  should  be  U.S.  law.  Could 
you  comment  on  how  USAID's  efforts  in  Armenia  are  being  hampered  by  the  block- 
ade by  T'urkey  and  other  nations? 

Answer.  Embargoes  by  Turkey  and  other  nations  have  not  substantially  affected 
the  size  (as  measured  in  delivered  commodities)  of  the  US  assistance  effort  in  Arme- 
nia. An  end  to  the  embargoes  would  not  increase  the  number  of  assistance  bene- 
ficiaries in  Armenia. 

Armenia  currently  receives  the  highest  per  capita  rate  of  US  assistance  in  the 
New  Independent  States  (NIS),  at  $11,818  per  1,000  individuals.  So  far  as  can  be 
estimated,  numbers  of  recipients  have  not  been  reduced  due  to  embargoes.  The  larg- 
est humanitarian  assistance  project  in  the  NIS,  the  Armenian  Winter  Fuel  project, 
is  now  finishing  its  second  winter  of  successful  operation.  It  reached  210,000  fami- 
lies and  400  schools  the  first  winter  and  236,000  families  and  1,100  schools  this 
winter. 

While  an  end  to  the  embargo  of  Armenia  by  Turkey  would  open  the  railroad  con- 
nections with  Turkey,  access  to  Russian  and  other  NIS  suppliers  would  still  be  cut 
off"  by  the  ongoing  conflicts  in  Abkhazia,  Chechnya,  and  Nagorno-Karabakh. 

The  Turkish  embargo,  especially  when  combined  with  the  Azeri  embargo,  does 
have  an  effect  on  the  economy  of  the  Republic  of  Armenia,  but  it  has  not  increased 
the  cost  of  nor  substantially  affected  US  humanitarian  assistance.  More  significant 
difficulties  include  the  political  and  economic  situation  in  Georgia,  infrastructure  de- 
terioration, and  the  continuation  of  the  Nagorno-Karabakh  conflict. 

Foreign  Assistance  Coordination  With  the  Nordics 

Question.  As  we  all  know,  the  Nordic  countries  have  a  very  strong  commitment 
to  promoting  sustainable  development  and  provide  more  foreign  assistance  per  cap- 
ita than  almost  any  other  nations  on  earth.  CRS  reports  the  top  three  per  capita 
foreign  assistance  donors  are  Denmark,  Sweden  ana  Norway,  which  each  provide 
more  than  1%  of  their  GNP  in  foreign  assistance.  As  key  players  in  this  area,  I 
know  we  coordinate  closely  with  the  Scandinavian  donors  to  ensure  that  our  efforts 
work  in  concert. 

Can  you  tell  me  how  this  coordination  takes  place  and  the  primary  program  areas 
in  which  we  cooperate  with  each  Nordic  government? 

Can  you  also  tell  me  if  you  have  seen  the  effects  that  the  changing  economic  and 
political  climate  in  the  Nordic  countries  is  having  on  the  level  of  foreign  assistance 
provided  by  the  Nordics  and  the  level  of  coordination  between  them  and  the  United 
States? 

For  example,  I  know  the  new  budget  proposed  by  Swedish  Prime  Minister 
Carlsson  contains  steep  cuts  in  foreign  assistance.  Continuing  economic  problems  in 
Finland  have  put  the  same  pressures  on  the  Finnish  aid  budget. 

Answer.  Donor  coordination  on  foreign  assistance  with  the  Nordic  countries  occurs 
frequently  within  the  Group  of  24  (G-24)  framework,  multilateral  organizations  and 
in  regular  consultations  at  both  senior  and  working  levels.  There  has  also  been  close 
coordination  within  the  Development  Assistance  Committee  (DAC)  of  the  Organiza- 
tion for  Economic  Cooperation  and  Development  (OECD),  as  well  as  extensive  co- 
operation on  Baltic  assistance,  and  other  specific  country-level  projects  in  the  field 
over  the  years. 

USAID  has  also  enjoyed  close  and  harmonious  bilateral  relations  with  individual 
Nordic  countries  on  foreign  assistance  matters.  An  outstanding  example  of  coopera- 
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i 
tion  on  Baltic  issues,  involving 'other  U.S.  interests,  is  the  Paldiski  International  Ex- 
perts' Reference  Group  which  coordinates  assistance  for  the  clean-up  and  decommis- 
sioning of  the  former  Soviet  naval  nuclear  reactor  site  at  Paldiski,  Estonia.  Another 
is  our  cooperation  on  developing  the  Baltic  Regional  Peacekeeping  Battalion,  an  ef- 
fort in  which  the  Nordic  countries,  the  United  States  and  the  United  Kingdom  ac- 
tively participate. 

Coordination  has  taken  place  at  the  Mission  level  where  cooperation,  for  the  most 
part,  has  involved  programs  in  the  social  sector  including  health,  population  and  de- 
mocracy. In  Zambia,  for  example,  USAID  election-monitoring  assistance  was  carried 
out  in  cooperation  with  the  Swedish  aid  agency,  SIDA. 

The  Nordic  countries'  commitment  to  foreign  assistance  continues  to  be  among  the 
strongest  in  the  world — if  not  the  strongest-— despite  the  difficulties  that  have  chal- 
lenged some  of  their  economies.  Although  both  Finland  and  Sweden  continue  to 
struggle  to  balance  budgets  and  cut  deficits,  both  are  managing  to  maintain  abso- 
lute foreign  assistance  levels  following,  however,  significant  reductions  in  1993  from 
1992  levels  (18%  in  the  case  of  Sweden,  45%  for  Finland).  Swedish  Prime  Minister 
Carlsson's  new  government  presented  a  development  aid  budget  for  FY  95-96  total- 
ling 13.360  million  Swedish  Kroner — an  amount  virtually  unchanged  from  the  pre- 
vious fiscal  year.  At  0.87  percent  of  estimated  GNP,  that  allocation  is  still  slightly 
short  of  Sweden's  long-established  goal  of  1  percent  of  GNP  for  development  aid. 
The  government  has  reaffirmed  its  intent  to  fulfill  that  one  percent  goal  "as  soon 
as  Sweden's  economy  so  permits." 

Finland's  1995  budget  for  development  assistance  actually  represented  a  7.8  per- 
cent increase  in  absolute  terms  over  1994  allocations.  Expressed  as  a  percentage  of 
GNP,  the  1995  allocation  of  2004.9  million  Finmarks  was  negligibly  lower  than 
1994's  adlocation:  .39  percent  vs.  .40  percent.  The  Finnish  government  has  also  re- 
cently reaffirmed  its  firm  commitment  to  restoring  its  foreign  assistance  contribu- 
tion to  its  traditional  .70  percent  of  GNP  as  soon  as  the  economic  situation  allows. 

Norway  and  Denmark,  both  largely  spared  in  the  1990's  from  the  economic  up- 
heavals facing  Sweden  and  Finland,  are  maintaining  development  assistance/per 
capita  ratio  that  are  the  highest  in  the  OECD.  Norway  continues  to  provide  approxi- 
mately one  percent  of  its  GDP  to  foreign  assistance,  through  1995  allocations  rep- 
resented a  slight  drop  over  1994  assistance  in  absolute  terms.  Multilateral  and  bi- 
lateral development  assistance  (excluding  Central/East  European  and  Russia)  fell 
0.3  percent;  aid  to  the  former  Warsaw  Pact  fell  1.6  percent.  Nonetheless,  the  govern- 
ment has  also  reaffirmed  its  conmiitment  to  hold  assistance  to  the  same  ratio  of  a 
growing  GNP. 

Denmark  also  continues  to  provide  one  percent  of  its  GDP  to  foreign  assistance, 
with  strong  popular  and  political  support  for  maintaining  that  level.  In  addition, 
Denmark  has  established  a  separate  environmental  and  emergency  assistance  fund 
designed  to  pay  for  refugee  costs,  peacekeeping  efforts  and  special  environmental  as- 
sistance to  central  Europe. 

Changing  international  priorities  and  concerns  over  the  effectiveness  of  earlier  aid 
programs  have  caused  aU  four  nations  to  reexamine  their  aid  practices  and  bureauc- 
racies. Restructuring  has  already  begun  and  should  continue  over  the  next  few 
years. 

As  you  well  know,  the  Nordic  countries,  as  do  our  other  donor  partners,  look  at 
the  United  States  for  leadership  in  both  technical  and  financial  areas.  A  significant 
reduction  in  support  for  U.S.  sustainable  development  initiatives  may  be  perceived 
as  a  signal  for  lack  of  comimitment  to  joint  donor  cooperation  worldwide,  and  may 
influence  other  governments  to  decrease  their  comnutments  accordingly. 

Human  Rights 

Question.  There  seems  to  be  general  consensus  that,  apart  from  humanitarian  as- 
sistance, we  should  be  providing  foreign  assistance  only  when  it  is  in  our  national 
interest,  a  position  to  which  I  strongly  ascribe.  The  question,  of  course,  is  defining 
our  national  interest. 

Very  little  funding  in  the  foreign  assistance  budget  is  targeted  directly  to  the  pro- 
motion of  human  rights,  but  we  do  occasionally  withhold  funds  to  nations  like  Indo- 
nesia or  Turkey  that  violate  the  human  rights  of  their  own  people. 

Would  you  elaborate  on  how  you  think  the  foreign  assistance  budget  can  best  be 
used  to  promote  global  human  rights? 

Answer.  Section  116(a)  of  the  Foreign  Assistance  Act  provides  that  no  assistance 
may  be  provided  to  the  government  of  any  country  that  engages  in  a  consistent  pat- 
tern of  gross  violations  of  internationally  recognized  human  rights,  unless  such  as- 
sistance will  directly  benefit  the  needy  people  in  such  countries.  Moreover,  even 
where  the  statutory  standard  has  not  been  met,  USAID  takes  into  account  human 
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rights  performance  in  setting  assistance  levels  and  in  designing  programs  to  address 
human  rights  problems  and  to  strengthen  nascent  democratic  institutions.  Thus;  de- 
pending on  the  specific  circumstances,  where  human  rights  performance  is  poor 
USAID  may  reduce  overall  assistance  levels  or  provide  assistance  primarily  or  ex- 
clusively through  NGOs  or  terminate  all  but  humanitarian  assistance  programs  and 
close  the  USAID  mission. 

USAID  supports  programs  aimed  directly  at  redressing  specific  human  rights 
problems  through,  for  example,  financial  and  technical  support  of  local  human 
rights  groups,  trade  unions  and  media  outlets.  Further,  USAID  policy  in  all  coun- 
tries with  active  development  programs  is  to  reenforce  democratic  progress  through 
programmatic  activities  that  support  respect  for  the  rule  of  law  and  internationally 
recognized  human  rights,  an  active  civil  society,  and  the  occurrence  of  periodic,  free 
and  competitive  elections. 

The  following  is  a  specific  example  where  USAID  has  fulfilled  its  responsibilities 
to  alter  programming  because  of  human  rights  concerns: 

In  response  to  human  rights  concerns  in  Guatemala,  the  USG  is  consultation  with 
Congress,  suspended  disbursements  of  a  portion  of  its  assistance  to  the  Judicial  Sec- 
tor Reform  Project  pending  passage  of  key  legislation  and  the  naming  of  new  leader- 
ship to  the  Guatemalan  Public  Ministry  responsible  for  investigating  and  prosecut- 
ing criminal  cases  including  human  rights  abuses.  The  suspension  of  assistance  was 
lifted  in  August  1994  after  Guatemala  undertook  the  required  measures. 

Peru 

Question.  I  have  heard  that  a  plan  to  reprogram  a  substantial  amount  of  Peruvian 
narcotic  assistance  funds  to  finance  programs  to  help  promote  environmentalism  in 
Peru,  which,  as  you  know,  is  home  to  some  of  the  headwaters  of  the  Amazon  River. 
Could  you  fill  me  in  on  these  plans? 

Answer.  USAID  and  the  State  Department  examined  the  wisdom  of  using  some 
countemarcotics  ESF  to  establish  an  environmental  trust  fund  in  Peru.  Given  the 
severe  shortfall  in  the  current  ESF  account  and  uncertain  prospects  for  future  year 
funding,  we  decided  to  use  the  Peru  ESF  for  its  original  purpose,  namely  direct  sup- 
port for  U.S.  countemarcotics  objectives.  However,  USAID  does  intend  to  proceed 
with  an  environmental  project  in  Peru  in  FY  1995-96  subject,  of  course,  to  the  avail- 
abiUty  of  funds. 

Madagascar 

Question.  Although  one  of  the  poorest  nations  on  earth,  Madagascar  is  home  to 
a  huge  portion  of  Africa's  and  the  world's  biodiversity.  Madagascar  suffers  from  de- 
forestation, acute  soil  erosion  and  declines  in  soil  fertility. 

USAID  has  responded  with  an  Environmental  Action  Plan  which  has  prompted 
national  parks  and  refuges.  I  applaud  these  efforts.  I  know  USAID  continues  to 
have  a  major  presence  in  Madagascar.  Can  you  tell  me  what  you  are  doing  there 
to  go  beyond  tnese  national  refuges  and  address  population  growth,  promote  envi- 
ronmental awareness  and  protection  outside  the  refuges,  and  promote  truly  sustain- 
able development? 

Answer.  USAID's  goal  in  Madagascar  is  to  promote  broad-based  market-led  sus- 
tainable economic  growth  by:  (a)  increasing  private  investment  and  employment; 
and  (b)  balancing  population  growth  and  natural  resource  use.  This  integrated  strat- 
egy has  an  intrinsic  people  and  sustainability  focus  and  is  based  on  the  premise  that 
job  creation  and  raising  incomes  for  the  poor  majority  is  the  key  to  protecting 
Madagascar's  treasure  trove  of  biodiversity,  where  80%  of  the  known  flora  and 
fauna  of  the  island  is  found  nowhere  else  on  earth. 

USAID  is  the  lead  donor  in  family  planning  and  natural  resources.  The  critical 
private  sector  side  (e.g.,  economic  growth  and  job  creation)  of  the  USAID  program 
is  coming  on-stream  and  already  showing  impact  in  banking  sector  reforms  which 
benefit  low  income  savers  and  promote  non-traditional  exports  in  two  isolated,  but 
high  potential  regions.  A  complementary  microenterprise  activity  is  currently  under 
development. 

In  the  natural  resources  area,  working  under  the  multidonor  [World  Bank,  Swit- 
zerland, Germany,  France,  FAO,  and  UNDP]  National  Environmental  Action  Plan, 
USAID  is  helping  Madagascar  set  up  and  manage  a  series  of  national  parks  and 
forest  reserves.  What  distinguishes  this  program  is  its  developmental  approach  as 
a  means  to  conserve  biodiversity.  Fencing  off  parks  and  forests  doesn't  work.  In- 
stead, USAID  partners,  such  as  the  World  Wildlife  Fund,  Conservation  Inter- 
national, Participating  Agencies  for  Cooperation  Together  and  CARE  are  working 
with  local  people  in  and  around  parks  and  reserves  to  provide  new  and  non-destruc- 
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tive  (sustainable)  sources  of  income,  such  as  ecotourism,  market  gardens,  medicinal 
plants,  aquaculture,  handicrafts,  agro-forestry,  and  beekeeping. 

Local  participation  and  ownership  for  sustainable  development  is  key  and  is  built 
into  every  aspect  of  the  USAID  portfolio.  As  one  example,  CARE  is  working  with 
Wildlife  Conservation  Society  to  create  Madagascar's  newest  and  largest  national 
park  on  the  Masoala  peninsula.  To  assure  local  ownership  of  the  effort,  which  in- 
cludes development  of  commercial  forestry  and  fishing  and  other  income-producing 
activities  for  people  living  outside  of  the  park,  individual  agreements  defining  park 
boundaries  and  future  actions  to  be  undertaken  will  be  signed  between  CARE  and 
each  of  Masoala's  168  villages. 

We  are  also  giving  local  residents  a  financial  stake  in  environmental  protection. 
For  example,  as  a  result  of  USAID-initiated  policy  reforms,  50%  of  all  park  entry 
fees  and  50%  of  logging  (stumpage)  fees  are  now  returned  to  the  poor  people  living 
around  parks  and  forests.  These  funds  are  then  used  for  locally  conceived  and  im- 
plemented projects  such  as  community  rice  mills,  health  centers,  elementary 
schools,  dams  and  small-scale  rice  irrigation  systems. 

The  effort  to  involve  local  residents  is  enhanced  by  400  rural  environmental  pro- 
tection agents  under  an  innovative  USAID-financed  Debt-For-Nature  program  with 
World  Wildlife  Fund.  These  agents  are  raising  environmental  awareness,  improving 
forest  management  and  working  with  villagers  to  develop  a  participatory  approach 
to  natural  resources  management. 

To  assure  long-term  sustainability  and  reduce  offshore  costs,  we  are  also  focusing 
on  capacity  building  for  the  Malagasy  institutions  (National  Parks,  Forest  Service 
and  EPA)  as  well  as  local  NGOs  and  village  associations. 

Geographic  information  system  (GIS)  technology  is  being  used  to  help  monitor 
change  in  biodiversity  and  socioeconomic  indicators  in  environmentally  sensitive 
areas. 

Finally,  local  activities  are  complemented  by  USAID's  policy  reform  framework. 
Policy  changes  are  focused  on  valuing  forest  products  at  market  prices,  introducing 
environmental  impact  assessment  legislation  and  procedures,  establishing 
Madagascar's  first  private  environmental  foundation,  and  revising  the  land  tenure 
laws  to  allow  local  people  to  manage  their  own  natural  resources. 

The  USAID  population  program  is  making  important  progress  in  expanding  high 
quality,  voluntary  family  planning  services  in  Madagascar's  most  densely  populated 
regions  where  there  is  significant  unmet  demand.  Our  aim  is  to  reduce  the  total  fer- 
tility rate  from  6.1  in  1992  to  5.6  in  1999. 

Increased  contraceptive  use  will  improve  maternal  and  child  health  through  a  re- 
duction in  both  unwanted  and  high-risk  births.  Family  planning  efforts  will  be  com- 
plemented by  an  expanded  child  siirvival  program  focusing  on  improved  treatment 
of  diarrheal  disease,  the  leading  killer  of  young  children  in  Madagascar. 

The  USAID  program  has  been  providing  contraceptives,  equipment  and  technical 
assistance.  During  this  period,  the  number  of  contraceptives  used  by  women  and 
men  in  Madagascar  rose  substantially,  surpassing  targets  for  this  point  in  the 
project.  Child  survival  program  accomplishments  to  date  are  the  development  of 
educational  materials,  training  programs  for  their  use,  and  training  in  case  manage- 
ment of  diarrheal  disease. 

Increasingly,  health  providers  have  recognized  that  family  planning  is  an  impor- 
tant aspect  of  basic  health  service  deUvery,  and  not  an  additional  task.  The  number 
of  family  planning  sites  has  increased  fi-om  72  in  1987  to  297  at  the  end  of  1994. 


Questions  for  the  Record  Submitted  by  Congressman 

Livingston 

Congressional  Directives 

Question.  This  Subcommittee  has  endeavored  to  limit  the  number  of  country  ear- 
marks in  the  yearly  Appropriations  Bill,  but  we  have  been  less  successful  in  reduc- 
ing the  number  of  "soft  earmarks"  and  other  Congressional  mandates. 

Can  you  provide  us  with  a  list  of  all  of  these  Congressional  directives  and  the  im- 
pact they  have  on  your  efforts  to  manage  our  aid  programs  efficiently?  Which  of 
these  mandates  are  the  most  difficult  to  implement,  and  which  directives  do  you 
find  the  most  counterproductive? 

Answer.  I  look  forward  to  the  detailed  exchanges  with  our  oversight  committees 
as  we  explain  and  defend  our  annual  appropriation  requests.  It  is  an  opportunity 
to  satisfy  you  and  the  American  people  that  we  are  receiving  an  adequate  return 
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on  our  investments  in  helping  developing  countries.  It  is  important  that  you  have 
a  detailed  understanding  of  our  plans  and  performance. 

The  primary  problem  with  Congressional  directives  is  that  they  are  fixed  in  time, 
usually  when  an  appropriation  or  authorization  bill  is  passed.  But  they  influence 
the  Agency's  management  over  the  next  one  to  two  years.  Given  uncertainties  in 
the  developing  world  and  the  fact  that  both  Administration  and  Congressional  prior- 
ities sometimes  change,  Congressional  directives  can  slow  or  preclude  our  ability  to 
react  to  new  circumstances.  For  example,  our  ability  to  accommodate  rescissions  of 
prior  year  funding  can  be  complicated  by  the  existence  of  Congressional  directions, 
especially  when  the  rescission  occurs  in  the  middle  of  an  ongoing  fiscal  year,  be- 
cause our  programs  don't  all  move  at  the  same  pace. 

I  have  listed  below  all  of  the  Congressional  directives  which  we  have  identified 
from  the  FT  1995  appropriations  process.  Directives  can  vary  substantially  in  na- 
ture and  impact — ranging  from  those  requiring  use  of  a  certain  amount  of  money 
to  others  encouraging  USAID  to  pursue  a  particular  new  initiative. 
Earmarks  in  P.L.  103-306: 

Office  of  Population FY  1994  level. 

Israel  (ESF)  (NLT)  $1,200,000,000. 

Egypt  (ESF)  (NLT) $815,000,000. 

Egypt  Commodity  Import  Program  (NLT)  $200,000,000. 

Cyprus  (ESF)  (NLT) $15,000,000. 

Directives  in  P.L.  103-306: 

Child  Survival  (NLT  should  be  available)  $280,000,000. 

Basic  Education  (NLT  should  be  available)  $135,000,000. 

Micronutrient  programs  (NLT  should  be -available)      $25,000,000. 

Tied-aid  Credits  (ESF)  (NMT)  $50,000,000. 

West  Bank  and  Gaza:  to  support  small  and  me-     $20,000,000. 
dium  sized  business  (ESF)  (NLT  should  be  avail- 
able). 
Assistance  to  Russia  conditioned  on  progress  on 

economic  reforms. 
Family  Planning  in  the  Central  Asian  Republics  of    $15,000,000. 
the  NIS  (NLT  should  be  available). 

Ukraine  (NLT  should  be  available)  $150,000,000. 

of  which  NLT  for  land  privazation  $25,000,000. 

Georgia  (NLT  should  be  available)  $50,000,000. 

Armenia  (NLT  should  be  available)  $75,000,000. 

NIS  funds  should  be  provided  through  the  private 

sector  to  the  maximum  extent  feasible. 
President  should  establish  Trans-Caucasus  Fund  .. 
NIS  Programs  which  match  U.S.  private  sector  re-     $50,000,000. 

sources  with  federal  funds  (NLT). 
Agriculture  aid  to  NIS:  up  to  should  be  for  U.S.     $50,000,000. 

commodities. 
Police  training  and  exchanges  for  NIS  and  Eastern     $30,000,000. 

Europe  (NTE). 
NLT  50%  of  NIS  funds  for  country  specific  activi- 
ties. 
Bosnia-Herzegovina       emergency       winterization/    $10,000,000. 

rehab  (NLT  should  be  available). 
Bosnia-Herzegovina   humanitarian  medical   needs    $5,000,000. 
(NLT  should  be  available). 

Nicaragua:  assistance  conditioned 

USAID  printing  costs Limitation  on  spending. 

Directives  in  Conference  Report: 

World  Food  Program  $3,000,000. 

AIDS  program  in  Thailand  should  be  run  through 
regional  office. 

Disadvantaged  children  in  Philippines  $2,000,000. 

Aquaculture:   should   consider   implementing  con- 
cept paper. 
Not  less  than  50%  of  NIS  funds  should  be  provided 
to  countries  other  than  Russia. 

Collaborative  Research  Support  Programs  FY  1993  level. 

Neotropical  migratory  birds  $750,000,000. 

Support  U.S.   Labor  Unions  in  establishment  of 
free  trade  unions  in  countries  in  transition. 
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Women  In  Development  Office  $13,000,000. 

Cooperative  Association  of  States  for  Scholarships  As  proposed  by  Senate, 
and  Central  European  Scholarships  programs. 

Middle  East  Regional  Cooperation  $7,000,000. 

Secondary  school  exchange  program  NIS  transfer  $25,000,000. 
to  USIA. 

Postdoctoral  scholarships  through  USIA  $5,000,000. 

NIS  Hospital  Partnership Expand. 

Peace  Corps  transfer  (NIS)  , To  cover  operations  in 

NIS. 

Activities  that  directly  improve  the  lives  of  the  Significant  portion  of  DA. 
poor. 

Indonesian  nongovernmental  human  rights  organi-  $250,000,000. 
zations  (recommends  NLT). 

Indonesian  nongovernmental  environment  organi-  $250,000,000. 
zations  (recommends  NLT). 
HAC  Report  Directives: 

Israel  (ESF)  (NLT) $1,200,000,000. 

Egypt  (ESF)  (NLT) $815,000,000. 

Egypt  Commodity  Import  Program  (NLT)  $200,000,000. 

War  Crimeb  Tribunal $3,000,000. 

Palestinians-Israeli  Cooperation Urges  support. 

West  Bank  and  Gaza  (ESF)  $78,350,000. 

Cyprus  (ESF)  $15,000,000. 

Middle  East  Regional  Cooperation  (ESF)  $7,000,000. 

Latin  America  and  Caribbean  (ESF) $128,000,000. 

Latin  America  and  Caribbean Support  DA  and  ESF  re- 
quest. 

AIDS  Prevention  and  Control  $121,000,000. 

WHO  Global  Program  on  AIDS $30,000,000. 

Environment/Energy  activities  Over  FY  1994  level. 

Office  of  Energy $25,000,000. 

Biodiversity $25,000,000. 

Priority  biodiversity  areas  should  receive  assist- 
ance in  spite  of  mission  closings. 

Parks  in  Peril  Continue. 

Renewable  Energy  $20,000,000. 

Energy   investment   should   promote   energy   con- 
servation and  efficiency. 

Renewable  energy  projects  should  be  carried  out  in 
collaboration  with  U.S.  industry. 

International  Centre  of  Insect  Physiology  and  Ecol-  Continue. 

ogy. 

Consider  creation  of  Sustainable  Agriculture  Facil- 
ity. 

Environmental  Technology  Export  Council  Continue. 

International   Fund   for   Renewable   Energy   Effi-     Continue. 

ciency. 

Global  Warming  Initiative  $55,000,000. 

Basic  Education $135,000,000. 

Allocate  more  education  funds  to  literacy,  primary 

and  secondary  education  for  women. 

Child  Survival  $275,000,000. 

Increase   proportion   of  Child   Survival    activities 

through  U.S.  and  indigenous  private  voluntary 

organizations. 

Microenterprise  Increase  commitment; 

channel  more  through 
central  mechanism. 
Microenterprise — 50%    of    borrowers    should    be 

women. 
Integrate  reproductive  health  services  into  other 

health  services. 

Vitamin  A  and  Iodine  Deficiency  $25,000,000. 

Private  Entities  and  Cooperatives  for  Dairy  Devel-     $5,000,000. 

opment. 

River  Blindness  $4,000,000. 

PVO-financed  operations  for  blind  children $1,000,000. 
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Cooperative  housing  program  in  Poland  expand  to 
other  countries. 

U.S/Israeli  Cooperative  Development  Projects  $10,000,000. 

Collaborative  Research  Support  Program  FY  1993  level. 

International  Agricultural  Research  Centers  FY  1993  level. 

Displaced  Children $10,000,000. 

of  which  for  street  children  $2,000,000. 

Street  Children — focus  on  preventive  measures  

Cambodian/Romanian  Children  $9,500,000. 

Children  in  Cuba  humanitarian  asst  Supports. 

Victims  of  War Expand  program. 

Women  in  Development $11,000,000. 

of  which  matching  funds  $6,000,000. 

Programs  to  empower  women  Increase. 

Burmese  Students  $1,000,000. 

International  Student  Exchange $23,000,000. 

Appropriate    Technology     International     increase  $1,000,000. 
over  FY  1994. 

Milwaukee  Health  Training  Center  $150,000. 

Office  of  Private  and  Voluntary  Coop $60,000,000. 

of  which  cooperatives $7,000,000. 

SADC  $50,000,000. 

Central    and    Eastern    Europe/Russian,    Eurasian  $10,000,000. 
and  East  European  Research  Graduate  Fellow- 
ship Program. 

Central  and  Eastern  European  Law  Initiatives  Provide  support. 

Mikwaukee  County  Training  Center  for  Local  De-  $300,000. 
mocracy. 

Armenia  humanitarian  assistance Continue. 

Postdoctoral  Exchanges  (USIA)  $5,000,000. 

U.S.  Agriculture  Commodities  (NIS)  $50,000,000. 

USAID  pubHcations  Cutback. 

Former  Yugoslavia  humanitarian  assist Urges  increase. 

Housing    Guaranty    program    for    lower    income  Expects  continue, 
households. 

Staffing:  place  additional  personnel  overseas,  espe- 
cially in  Africa. 

Development  Studies  Program  Continue. 

Russian  Far  East  Target  assistance. 

NIS  funds  to  purchase  baby  food  Encourages  urgent  sup- 
port. 

Chernobyl  Victims 

Project  Orbis  Expand. 

Law  enforcement  training  in  the  NIS  $20,000,000. 

Peace  Corps  (NIS)  $14,000,000. 

Family  Planning  assistance  in  NIS  (up  to) $20,000,000. 

Jamaica  Continue  funding. 

Honduras — direct  assistance  to  poverty  reduction  .. 

Macedonia  Continue  support. 

Nicaragua — assistance  should  more  directly  assist 
poorest. 

Nicaragua — funding  of  four  year  universities  

South  Africa Encourages  additional 

programs. 

South  Africa  Housing  Loan  Guarantee  Program: 
recommends  expansion  to  include  neighborhood 
commercial  development  sites. 

VOCA/Farmer-to-Farmer  programs  Expand. 

American  Schools  and  Hospitals  Abroad  Continue  funding. 

Female  Genital  Mutilation  education  programs  Develop. 

Mapping  Should  contract  out. 

Sustainable  Agriculture Significant  emphasis. 

Trade  unions Continue  support. 

Tuberculosis Strengthen  program. 

Victims  of  Torture  Continue  assistance. 

U.S.-Thailand  Development  Partnership  project  ....  Continue  funding. 

University  Development  Linkages Additional  coop  agree- 
ments. 
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Advanced  sciences  Urges  support. 

Latin  America  journalism  programs  Encourages  replication. 

Rural  electrification  ; Encourages  AFR/LAC 

funding. 

Kosova  humanitarian  assistance  Supports. 

Civic  Institutions  in  Mexico,  El  Salvador  and  Nica-  Strengthen  institutions. 

ragua. 

Democracy  building  and  rule  of  law  programs Supports. 

Advanced  technology  environmental  monitoring  ....  Look  into  use. 

Organization  of  Mrican  Unity  conflict  resolution  Supports. 

capability  (DFA). 

International  Disaster  Assistance  to  sub-Saharan  Supports. 

Africa. 

Lithuania-assistance  should  be  balanced  between  $100,000,000. 

humanitarian  and  economic  development;  focus 

on  health  care. 
Earmarks  in  Senate-passed  bill: 

Israel  (ESFMNLT)  $1,200,000,000. 

Egypt  (ESFXNLT)  $815,000,000. 

of  which  Commodity  Import  Program(NLT)  $200,000,000. 

West  Bank  and  Gaza  (ESF)  $20,000,000. 

Cyprus  (ESFXNLT)  $15,000,000. 

Middle  East  Regional  Cooperation  (ESFXNLT)  7,000,000. 

Tied-aid  credits  (NTE)  $50,000,000. 

Basic  Education  (NLT)  $135,000,000. 

Child  Survival  (NLT)  $285,000,000. 

Vitamin  A  &  Iodine  Deficiency  (NLT)  $25,000,000. 

Office  of  Population FY  1994  leveL 

Family  Planning  in  the  NIS $15,000,000. 

of  which  for  Russia  $6,000,000. 

of  which  for  Ukraine,  Moldova,  Belarus  $3,000,000. 

of  which  for  Central  Asian  republics $6,000,000. 

Ukraine  (NLT)  $150,000,000. 

of  which  for  Land  Privatization  (NLT) $25,000,000. 

Georgia  (NLT)  $50,000,000. 

Armenia  (NLT)  $75,000,000. 

Hospital  Partnerships  in  the  NIS  (NLT)  $15,000,000. 

U.S.  Tech  Corps  to  provide  technical  assistance  to  Should  be  funded. 

the  NIS. 

Matching  U.S.  Private  Sector  resources  (NLT)  $50,000,000. 

Burmese  students  (NLT)  $1,000,000. 

International  Student  Exchange $18,100,000. 

Emergency   projects   in   Bosnia   and   Herzegovina  $10,000,000. 

(NLT). 

Humanitarian       assistance       for      Bosnia       and  $5,000,000. 

Herzegovina  (NLT). 

Eastern  &  Central  European  Scholarships $3,000,000. 

FBI  Law  Enforcement  Training  (NIS  and  Central  $15,000,000. 

&  Eastern  EuropeXNTE). 

International  Criminal  Investigative  Training  As-  $15,000,000. 

sistance  Program-Russia  (NLT). 

Trans-Caucasus  Enterprise  Fund  (NLT)  $5,000,000. 

NLT  50%  of  NIS  funding  shall  be  for  country  spe-  $5,000,000. 

cific  activities. 

Agriculture  aid  to  NIS  for  U.S.  commodities  up  to  .  $50,000,000. 

Indonesian  nongovernmental  human  rights  organi-  $250,000. 

zations. 

Indonesian  nongovernmental  environment  organi-  $250,000. 

zations. 

Matching  U.S.  private  sector  resources  with  fed-  $50,000,000. 

eral  funds. 
SAC  Report  Directives: 

AIDS  Prevention  and  Control  $121,000,000. 

of  which  WHO  Global  Program  of  Aids  $30,000,000. 

Private  Entities  and  Cooperatives  for  Dairy  Devel-  $5,000,000. 

opment. 

PVO-financed  operations  for  blind  children Recommends  fiinding. 

River  Blindness $4,000,000. 
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Tuberculosis — WHO  program  Support. 

U.S./Israeli  Cooperative  Development  Projects  $10,000,000. 

Soil  Management  CRSP  $4,325,000. 

Cooperative  Research  Support  Program  (CRSP) FY  1994  level. 

VOCA/Farmer-to-Farmer  program  Expand. 

Displaced  Children Continue  support. 

Cambodian  Children  Continue  support. 

Children  in  Cuba  humanitarian  assistance  Supports. 

Basic  Education: 

at  least  50%  for  primary  and  secondary  edu- 
cation; target  adult  literacy  programs  for 
women. 

Victims  of  War $5,000,000. 

Victims  of  Torture  Provide  assistance. 

Women  in  Development $13,000,000. 

of  which  for  Central  &  Eastern  Europe  and  $2,000,000. 
the  NIS. 

Romanian  children  Continue  support. 

Lebanon  $10,000,000. 

International  Student  Exchange:  Cooperative  Asso-  Supports. 

elation    of   States    for    Scholarships    and    East 

Centred  European  Scholarship  program. 

Appropriate    Technology     International     increase  $1,000,000. 

over  FY  1994. 

Office  of  Private  and  Voluntary  Coop : $60,000,000. 

of  which  for  cooperatives  $7,000,000. 

of  which  matching  grants,  child  survival  pro-  FY  1994  levels, 
grams,  ocean  freight  reimbursements. 

Pacific  Medical  Training  (Fiji  School)  Supports. 

Palestinian-Israeli  Cooperation  $1,650,000. 

Horn  of  Africa,  South  Africa  Increase  support. 

SADC  $50,000,000. 

Rural  electrification  in  Africa  &  LAC  Supports. 

Latin  American  journalism  program  Expand. 

Central    and    Eastern    Europ€^ussian,    Eurasian  FY  1994  level. 

and  East  European  Research  Graduate  Fellow- 
ship Program. 

Former  Yugoslavia — humanitarian  asst Supports. 

Kosova  humanitarian  assistance  $8,000,000. 

Former  Yugoslav  Republic  of  Macedonia  Urges  support. 

Exchange  programs  with  U.S.  local  governments  ...  Supports. 

USIA  Far  East  cultural  exchanges $2,000,000. 

Global  Warming  Initiative  $55,000,000. 

Office  of  Energy  preinvestment  facility Continue. 

Renewable  energy  Continue. 

Environmental  Technology  Export  Council  Continue. 

International    Fund   for   Renewable   Energy   Effi-  Continue. 

ciency. 
Renewable  energy  projects  should  be  carried  out  in 

collaboration  with  U.S.  industry. 

Biodiversity $25,000,000. 

Parks  in  Peril  Continue. 

Neotropical  Migratory  Birds  $750,000. 

West  Bank  and  Gaza  $80,000,000. 

Palestinian  entrepreneurs  Expand  support. 

West  Bank  and  Gaza  economic  development  fiind  ..  $20,000,000. 

Latin  America  (ESF) Supports  request. 

Reverse  Farmer-to-Farmer  program  Continue. 

Victims  of  Chernobyl  Continue. 

Legal  initiatives — EE  &  NIS Expand. 

Feed  NIS  children Supports. 

Foundation  pour  les  Enfants  d'Haiti  Continue  support. 

Jamaica  Sustain  programs. 

Nicaragua-assistance    to    small/medium    farmers.  Expand  support. 

entrepreneurs. 

Project  ORBIS  Continue  support. 

Project  Noah  Continue  support. 
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Nontimber  forest  products Identify  and  develop  po- 
tential. 

Food  Aid  Institutional  Support  Program  P.L.  480     $7,500,000. 
Title  II. 

Education  about  the  law Expand. 

U.S.  Telecommunication  Training  Inst Increase  support. 

National    Law    Center    for    Inter- American    Free     Consider  funding. 
Trade. 

Esperanca  Expand. 

American  Schools  and  Hospitals  Abroad  supports 
Lebanon  programs,  Nanjing  University,  Univer- 
sity of  Bulgaria. 

Vitamin  C  fortifications  in  P.L.  480  Increase. 

Health  Care  Training  Support. 

Microenterprise  $140,000,000. 

Native  American  Exchanges  in  South  and  Central     Encourage. 
America. 

Mozambique:  assist  revitalization  of  agricultural 
production,  acceleration  of  economic  restructur- 
ing, rehabilitation  of  education  and  health  serv- 
ices and  facilities. 

Nigeria:  no  assistance  other  than  humanitarian 
through  private  voluntary  organizations. 

Indonesia:  study  feasibility  of  initiating  an  Admin- 
istration of  Justice  program. 

Philippines  Supports  request. 

El  Salvador:  funds  should  be  provided  through 
nongovernmental  organizations  for  treatment  of 
torture  victims. 

Promotora  de  la  Organizacion  de  Discapacitados  de     Urges  support. 
El  Salvador. 

El  Salvador:  Divine  Providence  Orphanage Consider  assistance. 

El    Salvador:    proposal    by    Fundacion    Para    El     Encourages  support. 
Desarrollo  de  la  Mujer  Salvadorena  and  Volun- 
teer Optometric  Services  to  Humanity/California. 

Technical  Training  through  Education  Examine  feasibility. 

Directives  List  Key:  NLT— Not  Less  Than;  NTE— Not  to  Exceed;  NMT— Not  More  Than. 

Congressional  Presentation 

Question.  Last  year,  the  Foreign  Operations  conferees  directed  A.I.D.'s  congres- 
sional presentation  to  include  in  the  country-by-country  narratives  the  conditions  in 
each  recipient  country,  including  government  policies,  that  influence  the  ability  of 
the  programs  to  achieve  their  objectives  and  of  the  country  to  achieve  sustainable 
development.  Do  you  feel  that  this  directive  has  been  effective  in  focusing  USAID 
on  the  importance  of  promoting  free  market  economic  policies  in  developing  coun- 
tries? 

Answer.  In  its  Congressional  Presentation  USAID  has  explicitly  addressed  the  de- 
velopment challenges  which  each  of  our  recipient  countries  face.  We  also  have  tried 
to  specify  the  constraints  that  must  be  overcome  in  achieving  each  of  our  strategic 
objectives  in  recipient  countries.  In  so  doing,  we  have  made  more  transparent  uie 
detailed  country  analysis  process  that  ensures  that  we  focus  our  programs  on  impor- 
tant development  issues,  including  the  promotion  of  free  market  economic  policies 
in  those  countries. 

Strategic  Objectives 

Question.  As  I  understand  it,  your  legislative  proposal,  the  Peace,  Prosperity  and 
Democracy  Act,  and  your  efforts  to  reform  USAID  have  centered  around  the  strat- 
egy to  allocate  resources  according  to  strategic  objective,  instead  of  by  projects  or 
by  country-specific  programs.  I  am  uncertain  how  these  strategic  objectives  trans- 
late into  specific  programs  and  policies.  Apparently,  some  A.I.D.  missions  are  having 
the  same  problem  in  determining  how  to  obligate  their  resources  by  strategic  objec- 
tives. 

Considering  the  widespread  confusion,  has  the  Administration  reconsidered  the 
commitment  to  reforming  A.I.D.  based  on  strategic  objectives? 

Answer.  Once  it  has  determined  that  assistance  to  a  developing  country  is  author- 
ized and  that  the  country  will  make  a  good  development  partner,  we  believe  it 
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makes  sense  to  plan  and  manage  our  programs  by  strategic  objectives.  Strategic  ob- 
jectives will  help  us  negotiate  understandings  with  host  countries,  explain  to  Con- 
gress and  to  the  American  people  the  impact  of  our  development  investments  and 
manage  our  efforts  internally  to  achieve  results.  Our  Congressional  Presentation  for 
FY  1996  is  a  significant  milestone  in  achieving  the  benefits  of  USAID's  commitment 
to  management  reform  and  programmatic  excellence.  Our  program  request  is  ex- 
plained and  justified  by  strategic  objective.  We  believe  it  provides  you  with  signifi- 
cant benefits  in  understanding  our  program  and  will  improve  your  oversight  capa- 
bility for  our  activities. 

We  in  USAID  are  understanding  a  number  of  management  reforms  to  improve 
the  organization — to  make  it  more  efficient  and  responsive.  The  transition  from  en- 
trenched ways  of  doing  business  to  modem  management  systems  will  almost  inevi- 
tably lead  to  some  conftision  within  our  large,  decentralized  organization.  However, 
we  are  convinced  that  the  benefits  of  reform,  including  the  decision  to  manage  our 
programs  to  achieve  strategic  objectives  in  sustainable  development,  far  outweigh 
temporary  confusion  associated  with  the  transition  to  modem  management  systems. 

Private  Infrastructure  Projects 

Question.  On  January  31,  1995,  this  subcommittee  heard  convincing  testimony 
from  Linda  Powers,  of  the  Enron  Development  Corporation,  who  stated  that  the 
U.S.  foreign  assistance  program  must  promote  the  recipient  country's  own  develop- 
ment and  growth.  She  asserted  that  private  infrastructure  projects  meet  this  objec- 
tive and  are  forcing  host  countries  to  implement  the  legal  and  policy  changes  nec- 
essary for  economic  development. 

These  private  projects  replace  the  inefficient,  centrally-planned  projects  of  the 
past  that  were  many  times  assisted  by  well-intentioned  aid  programs.  She  argued 
that  the  United  States  would  get  more  mileage  out  of  spending  smaller  amounts  of 
money,  but  channeling  it  to  the  finance  agencies,  and  reducing  the  spending  on  pol- 
icy advice  and  planning  exercises  that  compromise  [comprise?]  much  of  the  current 
U.S.  foreign  assistance  programs.  This  change  in  approach  will  relieve  the  taxpayers 
of  paying  for  the  development  that  private  parties  can  provide  more  efficiently  by 
leveraging  public  funds  provided  through  the  finance  agencies. 

How  would  you  respond  to  Enron's  suggestions? 

Answer.  Taking  Enron's  ideas  in  the  order  in  which  they  are  presented,  we  obvi- 
ously agree  that  the  U.S.  foreign  assistance  program  must  promote  the  recipient 
country's  own  development  and  growth.  This  has  long  been  a  basic  principle  of  U.S. 
foreign  assistance.  We  believe  that  private  infrastructure  projects  can,  under  certain 
circumstances,  encourage  some  of  the  legal  and  policy  changes  necessary  for  eco- 
nomic development.  Indeed,  private  sector  power  generation  has  been  an  important 
activity  in  USAID  over  the  past  decade,  and  USAID  has  been  a  leader  in  this  area. 
But  these  sorts  of  investments  do  not  adways  or  automatically  encourage  such  poli- 
cies. More  importantly,  they  have  little  bearing  on  a  wide  variety  of  policies  that 
are  critically  important  for  development,  such  as  macroeconomic  policies,  trade  poli- 
cies, and  policies  in  important  sectors  such  as  agriculture,  manufacturing,  and  fi- 
nance. They  also  have  Uttle  bearing  on  human  resource  development,  in  areas  such 
as  education,  health,  and  popvilation,  which  have  been  of  fundamental  importance 
to  development  success.  Nor  do  they  address  basic  political  and  environmental  is- 
sues. 

For  instance,  direct  private  foreign  investment,  including  infrastructure  invest- 
ment, played  a  major  role  in  Latin  America  and  in  many  other  middle-income  devel- 
oping countries  during  the  1960's  and  1970's.  But  this  investment  did  not  produce 
sound  laws  and  poUcies  in  many  of  the  areas  cited  above,  nor  did  it  produce  sus- 
tained economic  growth  and  development.  Direct  foreign  investment  can  make  an 
important  contribution,  but  that  contribution  depends  on  many  factors  that  are  not 
influenced  by  the  investment. 

With  respect  to  the  second  paragraph,  there  is  widespread  recognition  among  do- 
nors and  recipients  of  the  merits  of  an  increased  role  for  the  private  sector,  not  only 
in  agriculture  and  industry  where  private  markets  typically  prevail,  but  in  infra- 
structure and  in  other  areas  such  as  social  services  where  they  have  not.  As  Ms. 
Powers  notes  this  is  partially  in  response  to  the  failures  of  inefficient,  centrally 
planned  projects  of  the  past.  But  enhancing  the  role  of  the  private  sector  depends 
on  a  sound  enabling  environment,  including  policies,  institutions,  and  human  re- 
sources. 

With  respect  to  the  relative  merits  of  channeling  more  resources  through  the  fi- 
nance agencies  (presumably  EXIM)  the  United  States  already  allocates  considerable 
resoxirces  to  these  agencies.  No  one  has  ever  claimed  to  our  knowledge  that  these 
agencies  and  the  activities  they  support  have  a  major  influence  on  the  overall  policy 
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and  institutional  environment  in  developing  countries,  on  human  resource  develop- 
ment, and  on  other  factors  critical  to  development  success.  Their  major  concern  is 
to  directly  promote  U.S.  commercial  interests  and  ensure  that  U.S.  traders  and  in- 
vestors are  on  an  equal  footing  with  their  foreign  competitors.  Similarly,  no  one  has 
ever  argued  to  our  knowledge  that  more  resources  for  the  finance  agencies  would 
have  discernible  impacts  on  sustainable  economic  growth  and  development  in  devel- 
oping countries.  That  is  not  their  mission. 

Ms.  Powers  suggests  that  resource  levels  for  "policy  advice  and  planning  exer- 
cises" are  high,  and  considerable  savings  and  gains  in  efficiency  woiild  result  from 
channeling  resources  to  the  finance  agencies.  Currently,  about  half  of  the  develop- 
ment assistance  program  goes  to  population  and  related  investments  in  human  re- 
sources (basic  education,  primary  health  care  and  child  survival,  AIDS,  etc.),  and 
another  significant  portion  goes  to  environment  and  democracy.  None  of  these  in- 
vestments would  be  realized  by  channeling  resovu-ces  to  the  finance  agencies.  Fur- 
ther, while  we  often  focus  on  policy  advice,  this  frequently  does  not  involve  large 
resovirce  levels. 

Finally,  Ms.  Powers  highlights  the  leverage  provided  by  the  finance  agencies.  At 
best  these  agencies  leverage  other  financial  resources,  not  systemic  change.  [At  the 
other  extreme,  they  may  simply  subsidize  trade  and  investment  that  would  have 
taken  place  anjrway].  There  are  major  leveraging  factors  at  work  in  policy  dialogue 
and  institution  building,  since  improved  policies  and  stronger  institutions  affect  the 
efficiency  and  productivity  of  large  volumes  of  resources,  both  domestic  and  foreign. 
The  impacts  on  foreign  investment  and  trade  from  improving  the  enabling  environ- 
ment for  markets — not  only  physical  infrastructure,  but  policies,  institutions,  and 
social  infrastructure — are  much  greater  than  what  could  ever  be  claimed  for  re- 
sources allocated  to  the  finance  agencies. 


Questions  for  the  Record  Submitted  by  Congressman 

Lightfoot 

Measures  of  Progress 

Question.  Last  year  you  stated:  "Within  this  framework  each  country  is  defining 
clear,  significant  objectives  for  all  its  activities,  articulating  strategies  for  all  its  ob- 
jectives and  establishing  appropriate  performance  indicators  for  measuring 
progress." 

Your  goal  was  to  incorporate  those  into  this  year's  presentation,  yet  there  is  only 
passing  mention  of  this  initiative  on  page  nine  of  your  statement.  Can  you  please 
update  the  subcommittee  as  to  your  progress? 

Answer.  Our  reengineering  efforts,  and  the  results-oriented  management  system 
they  include,  require  our  managers  in  the  field  to  relate  their  project  activities  to 
broader  development  objectives  and  to  systematically  measure  progress  toward 
those  broader  objectives.  To  meet  this  requirement,  every  country  program  will  have 
in  place  by  April  of  this  year  a  strategic  plan  which  (i)  defines  a  Umited  number 
of  development  objectives  in  that  country  and  (ii)  establishes  clear  targets  for  meet- 
ing those  objectives  over  the  next  5-8  years. 

Our  field  missions  will  report  each  year  on  the  progress  being  made  against  the 
objectives  stated  in  the  approved  plan.  Progress  in  meeting  those  development  objec- 
tives will  be  a  factor  in  approving  future  funding  for  that  program. 

We  have  also  begun  to  develop  ways  of  monitoring  progress  against  these  Agency- 
wide  objectives.  This  work  will  culminate  by  the  fall  in  an  initial  draft  of  a  Strategic 
Plan  for  USAID.  This  Plan  could  serve  as  a  basis  for  consultations  with  Congress 
on  USAID  priorities  and  future  direction.  It  will  also  serve  as  a  basis  for  improved 
reporting  of  Agency  performance  as  required  under  the  Government  Performance 
and  Results  Act. 

USAID's  FY  1996  Congressional  Presentation  does  indeed  incorporate  these  prin- 
ciples. It  describes  each  country  program  by  its  strategic  objectives,  showing  the  in- 
dicators which  will  be  used  to  measure  progress  toward  the  achievement  of  those 
objectives,  and  it  discusses  some  of  the  progress  already  made.  Since  all  missions 
do  not  have  approved  strategic  plans  in  place,  some  of  the  details  are  still  being  re- 
fined. Nonetheless,  the  Agency  has  made  substantial  progress  in  implementing  our 
managing  for  results  framework. 

Financial  Management  Controls 

Question.  Last  year  I  asked  you  about  A.I.D.'s  financial  management  controls. 
After  all,  before  we  empower  your  staff  we  should  know  if  we  can  track  the  dollars. 
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In  your  answer  to  the  subcommittee  you  stated  that  A.I.D.  was  developing  a  new 
core  accounting  system  known  as  the  A.I.D.AVashington  Accounting  and  Control 
System  or  simply,  AW  ACS.  You  stated  development  of  the  entire  system  was 
planned  to  be  complete  on  or  before  March  31st  of  this  month. 

What  progress  have  you  made?  Will  AW  ACS  make  the  March  31st  deadline?  Has 
the  General  Accounting  Office  evaluated  the  effectiveness  of  AW  ACS? 

Answer.  The  AWACS  General  Ledger  is  operational  and  it  was  used  to  prepare 
the  FY  1994  financiad  reports  which  were  submitted  to  Treasury  and  0MB.  The 
AWACS  Pipeline  Reporting  Tool  which  reports  on  the  age  and  amount  of  undeliv- 
ered orders  (pipeline)  by  project,  country  and  geographic  bureau  is  also  operational 
and  is  being  used  to  improve  USAID's  management  of  unliquidated  obligations. 

Likewise,  the  AWACS  Payment  Information  Bulletin  Board  to  allow  vendors  to 
dial  into  an  electronic  bulletin  board  to  inquire  on  the  status  of  their  claims  for  pay- 
ments processed  by  USAID/W  is  also  operational.  In  addition,  the  AWACS  Loan 
servicing  module  is  substantially  complete  and  information  on  USAID  loans  is  now 
being  entered  into  that  module. 

The  design  and  programming  of  the  AWACS  modules  for  funds  management,  ac- 
counts payable,  and  accounts  receivable  are  nearly  complete  and  are  being  tested 
at  this  time  to  ensure  fiill  compliance  with  Joint  Financial  Management  Improve- 
ment Program  ( JFMIP)  requirements.  Completion  of  all  modules  is  now  expected  by 
May  31,  1995.  Other  foreign  affairs  agencies  have  been  invited  to  participate  in  the 
testing.  When  testing  is  completed,  USAID  plans  to  have  it  benchmarked  by  GSA 
as  though  it  were  a  standard  off-the-shelf  core  accounting  system  on  GSA's  Multiple 
Award  Schedule  for  Financial  Management  System  Software. 

A  GAO  survey  of  USAID's  management  of  information  technology  is  underway. 
An  audit  of  the  functionality  of  the  system  has  not  been  requested  but  will  be  wel- 
comed. 

Accounting  and  Audit  Controls  and  On-Site  Inspections 

Question.  What  accounting  and  audit  controls  does  A.I.D.  have  over  grants  and 
awards  to  NGOs  and  PVOs  to  ensure  funds  are  spent  for  the  intended  purpose?  Sec- 
ondly, how  thoroughly  does  A.I.D.  conduct  on-site  inspections  at  development 
projects,  or  is  oversight  conducted  only  on  paper? 

Answer.  USAID  follows  government-wide  standards  published  in  OMB  Circular 
A-133,  "Audits  of  Institutions  of  Higher  Education  and  Other  Nonprofit  Institu- 
tions," which  requires  a  coordinated  approach  between  federal  and  independent 
auditors,  with  audits  usually  to  be  performed  annually  but  not  less  than  every  two 
years.  This  guidance  was  most  recently  referenced  in  the  Federal  Register  Thurs- 
day, January  19,  1995,  as  part  of  USAID's  requirements  for  "Administration  of  As- 
sistance Awards  to  U.S.  Non-governmental  Organizations."  The  latter  guidance  also 
covers  accounting,  administrative  practices  and  procedures,  grant  programs,  grant 
administration,  reporting  and  recordkeeping  requirements. 

On  your  second  question,  one  of  the  major  ftinctions  of  a  USAID  project  officer/ 
manager  is  to  visit  project  sites  and  evaluate  implementation  problems.  With 
USAID  field  missions  resident  in  countries,  site  visits  are  not  necessarily  long  dis- 
tance; however,  many  projects  have  a  broad  strategic  objective  with  several  site  lo- 
cations necessarily  widely  scattered  within  a  country.  With  tighter  operating  budg- 
ets, and  fewer  staff  in  the  field,  visits  to  all  of  a  project's  sites  are  usually  once  a 
year,  though  it  might  take  more  than  one  trip  to  cover  all  the  sites.  Some  missions 
have  developed  a  project  pooling  concept  so  a  project  manager  visiting  one  area  of 
a  country  will  visit  any  project  site  in  that  area,  whether  or  not  the  project  manager 
is  responsible  for  all  projects. 

Reports  are  submitted  monthly  by  most  project  implementation  teams  on  site  re- 
gardless of  whether  or  not  there  are  site  visits,  to  meet  USAID-established  reporting 
requirements  on  status  of  contracting  actions,  benchmarks  met,  any  problems  en- 
countered, etc. 

Staff  Reductions 

Question.  In  your  statement  last  year  you  expected  to  reduce  USAID  staff  levels 
by  5.5  percent  in  the  first  two  years  of  the  CUnton  administration.  Did  you  reach 
that  goal? 

Answer.  We  not  only  reached  the  goal,  we  exceeded  it.  At  the  end  of  FY  1992, 
USAID  had  3,400  U.S.  direct-hire  employees.  By  the  end  of  FY  1994  that  number 
had  been  cut  to  3,134 — a  reduction  of  266  of  7.8  percent.  In  addition,  there  were 
reductions  in  foreign  national  direct  hire  employees  and  in  U.S.  and  foreign  national 
personal  service  contractors  during  this  period. 
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FY  1997  Staff  Reductions 

Question.  On  page  twelve  of  your  statement  you  hope  to  save  585  positions  by  FY 
1997.  Would  you  please  provide  the  committee  with  the  number  of  "USAID  Fellows" 
since  1990?  How  many  of  these  are  multiyear  fellowships?  What  is  the  projected 
number  of  fellows  through  FY  1997? 

Answer.  There  are  now  about  100  "USAID  Fellows"  throughout  the  agency.  Three- 
fourths  of  these  are  located  under  our  central  Bureau  for  Global  Programs,  Field 
Support  and  Research.  There  currently  is  central  database  to  track  these  "Fellows," 
but  we  are  in  the  process  of  trying  to  collect  this  data  in  a  systematic  way.  It  would 
require  a  tedious  and  time  consuming  effort  to  attempt  to  back  track  and  collect  any 
accurate  date  from  1990  and  onward.  There  are  no  projections  at  this  time  for  "Fel- 
lows" in  future  years.  One  could  assume  that  with  decreasing  funding  availabilities 
anticipated  for  the  coming  years  that  this  program,  like  all  others,  will  decrease  in 
size. 

Citizens  Network  for  Foreign  Affairs  (CNFA) 

Question.  Please  provide  a  matrix  or  spreadsheet  for  the  subcommittee  detailing 
grants  issued  by  the  CNFA  in  the  Former  Soviet  Union.  This  matrix  should  include: 
the  amount  of  the  awards,  which  awards  were  to  CNFA  members  and  which  were 
not.  Please  indicate  which  awardees  were  already  doing  business  in  the  Former  So- 
viet Union. 

Answer:  Membership  in  the  Citizens  Network  for  Foreign  Affairs  Agribusiness  Al- 
liance (CNAA)  is  open  and  voluntary.  There  are  no  membership  fees.  Any  and  all 
agribusiness  expressing  an  interest  in  the  New  Independent  States  are  placed  on 
the  CNAA  membership  and  mailing  lists.  Most  of  the  14  grants  have  been  made 
to  firms  that  were  "members"  of  CNAA. 

There  are  also  firms  that  are  national  sponsors  of  the  Citizens'  Network  in  addi- 
tion to  being  members  of  the  CNAA.  Of  the  first  nine  grants,  three  went  to  then 
national  sponsors.  The  subsequent  five  grants  included  one  to  a  national  sponsor. 

An  important  aspect  of  CNFA  grants  is  the  leverage  of  private  funds.  The  $29.5 
million  in  USAID  funds  has  stimulated  approximately  $171  million  in  private  funds. 

The  requested  information  on  grantees,  amounts  of  grants,  and  whether  the 
grantees  were  national  sponsors  and  were  doing  business  in  the  NIS  prior  to  receipt 
of  a  subgrant  is  provided  on  the  attached  matrix. 

CITIZENS  NETWORK  FOR  FOREIGN  AFFAIRS 


Previous 
Amt.  of  grant        business  in 


CNFA  national 
the¥s'"  ^P""^"'' 


American  Breeders  Service  $1,331,888  Yes  No. 

Golden  Valley/Con-Agra  3,453,601  Yes  Yes. 

TPC  Foods,  Inc  6,000,000  No No. 

Ben  &  Jerry's  Homemade,  Inc  850.000  Yes No. 

Continental  Grain 850,000  Yes Yes. 

H.J.  Hmes  1,700,000  Yes No. 

Ibberson  International 1,698,228  No No. 

Magna  C,  Inc  1,700,000  Yes  No. 

Ventures  East  Inc  1,215,000  Yes No. 

Avian  Farms  Enterprises 2,967,085  Yes No. 

Cargill  International 3,048,099  Yes Yes. 

Freedom  Farms  International 1.747,800  Yes No. 

Monsanto  Company 1,350,000  Yes  Yes. 

Kiev  Atlantic  U.S.  Ltd  1,686,600  Yes  No. 

'At  the  time  ttie  grant  was  awarded. 

Factual  Verifications — Indonesia 

Question.  Please  demonstrate  to  the  committee  how  USAID's  help  in  rewriting  the 
Indonesian  Commercial  Code  is  specifically  linked  to  a  projected  $2.7  billion  in- 
crease in  U.S.  exports?  Please  contrast  this  increase  in  U.S.  exports?  Please  contrast 
this  with  the  projected  U.S.  export  increase  had  USAID  not  helped  rewrite  the  Indo- 
nesian Commercial  Code. 

Answer.  USAID  will  contribute  to  the  growth  in  U.S.  exports  by  helping  to  create 
a  more  attractive  climate  for  investment.  USAID  is  funding  training  for  Indonesia 
government  legal  professionals  and  university  faculty  to  improve  the  institutional 
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capacity  for  developing  economic  laws  and  regulations.  The  government  of  Indonesia 
has  transferred  these  laws  and  regulations  onto  publicly  available  electronic  data 
bases.  USAID  is  also  providing  assistance  to  promote  government  wide  procurement 
reform.  The  new  laws,  regulations,  and  procedures  which  have  been  and  will  be  de- 
veloped are  reducing  the  costs  and  risks  of  entering  into  the  Indonesian  market; 
lowering  barriers  to  the  entry  and  mobility  of  private  investment;  and  providing 
more  open,  fair  and  efficient  government  procurement  of  goods  and  services. 

The  revised  laws  and  regulations  will  be  written  in  English  and  reflect  U.S.  legal 
values.  Once  the  revised  commercial  code  is  fully  implemented,  it  is  anticipated  that 
the  growth  in  U.S.  exports  to  Indonesia  will  increase  because,  as  the  American 
Chamber  of  Commerce  in  Jakarta  has  stated,  the  current  legal  environment  in  Indo- 
nesia is  a  major  impediment  to  U.S.  businesses  interested  in  exporting  to  and  in 
investing  in  Indonesia. 

It  is  expected  that  U.S.  exports  to  Indonesia  will  increase  over  the  next  few  years. 
This  expansion  would  not  be  possible  without  Indonesia's  successful  and  continued 
economic  development,  which  is  primarily  the  result  of  Indonesia's  wise  economic 
policies,  institutions,  investments  in  human  resources  and  physical  infrastructure, 
and  investments  in  and  policies  for  agriculture.  These  have  all  been  supported  with 
contributions  from  international  donors.  The  U.S.  has  historically  played  an  influen- 
tial role  in  Indonesia,  both  in  training  key  Indonesian  policy  personnel  and  in  pro- 
viding policy  analysis  and  support,  and  in  leading  other  donors  to  support  the  Gov- 
ernment of  Indonesia's  efforts.  The  resulting  levels  of  growth  and  economic  Develop- 
ment have  enabled  the  Indonesians  to  purchase  more  U.S.  goods  and  services,  there- 
by increasing  U.S.  exports. 

Guatemala 

Question.  Please  demonstrate  to  the  Subcommittee  the  specific  link  between 
A.I.D.'s  efforts  in  Guatemala,  the  creation  of  130,000  new  jobs  and  increased  buying 
power  for  the  poorest  Guatemalans.  Please  contrast  this  with  the  projected  Guate- 
malan job  creation  and  buying  power  had  A.I.D.  not  launched  these  two  initiatives. 

Answer.  During  the  period  that  USAID  supported  initiatives  in  trade  policy  re- 
form and  export  diversification,  non-traditional  exports  grew  rapidly.  Because  most 
non-traditional  exports  are  labor  intensive,  employment  rose  dramatically. 

Based  on  indices  of  the  number  of  jobs  needed  to  produce  $1  million  in  exports, 
we  estimate  that  in  1986,  about  31,000  jobs  were  supported  by  $109  million  in  non- 
traditional  exports.  Using  the  1994  non-traditional  export  value  of  $666  million,  the 
total  number  of  jobs  supported  by  non-traditional  exports  is  estimated  at  163,000, 
for  a  total  of  approximately  132,000  new  jobs  created  over  the  eight-year  period. 

In  the  agriculture  sector,  non-traditional  crops  can  be  produced  most  effecticiently 
by  small  farmers.  As  a  result,  the  majority  of  the  profits  have  accrued  to  small  rural 
farmers  who  are  the  poorest  segment  of  the  Guatemalan  population. 

While  it  is  difficult  to  quantify  job  growth  during  this  period,  an  estimate  can  be 
made  from  historical  data  which  shows  that  prior  to  USAID  involvement,  employ- 
ment grew  at  approximately  six  percent  per  year.  These  data  suggest  that  the 
31,000  jobs  in  the  non-traditional  export  sector  in  1986  would  have  grown  to  50,000 
jobs,  i.e.,  an  increase  of  19,000  jobs.  Since  USAID  was  the  only  major  donor  working 
to  stimulate  expanded  exports  of  non-traditional  goods  during  this  period,  it  is  not 
unreasonable  to  attribute  the  additional  increment  in  excess  of  19,000  jobs,  i.e., 
113,000  of  the  132,000  new  jobs,  to  USAID's  efforts. 

USAID  Efforts  and  Progress  in  Ghana 

Question.  Please  demonstrate  to  the  subcommittee  the  specific  links  between 
USAID  efforts  in  Ghana  and  their  recent  progress. 

Answer.  USAID  efforts  have  directiy  contributed  to  strengthening  the  enabling 
environment  for  private  sector  activity  in  Ghana.  By  helping  the  government  to 
streamline  processes  and  reduce  red  tape,  USAID/Ghana  has  played  an  important 
role  in  encouraging  the  growth  of  revenues  fi-om  non-traditional  exports. 

Results:  The  value  of  non-traditional  exports  increased  from  $62.3  million  in  1990 
to  $105  million  in  1994.  This  includes  significant  gains  in  sectors  with  large  propor- 
tions of  small  and  women-owned  businesses:  an  increase  of  $3.9  million  in  handi- 
crafts between  1991-1993  and  $600,000  million  in  pineapples. 

USAID  efforts  have  supported  family  planningmealth  initiatives  that  have  con- 
tributed significantly  to  tiie  improvements  in  the  population  sector.  USAID  efforts 
have  helped  to  increase  contraceptive  prevalence,  and  effect  a  decrease  in  the  total 
fertility  rate. 

Results:  The  program  had  already  exceeded  the  targets  established  for  1995.  Con- 
traceptive prevalence  has  doubled  to  10%  fi"om  1988  to  1993;  HIV  awareness  has 
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increased  to  95%,  and  the  total  fertility  rate  has  declined  from  6.4  in  1988  to  5.5 
in  1993. 

In  the  education  sector,  USAID  is  assisting  Ghana  to  reverse  the  deterioration  in 
its  primary  education  system,  recognizing  the  importance  of  a  strong  human  re- 
sources base  in  achieving  Ghana's  sustainable  development  goals.  USAID  assistance 
in  this  key  area  has  underscored  the  importance  of  educational  reform,  and  assisted 
the  Government  of  Ghana  to  identify  the  most  critical  areas  for  improving  the  qual- 
ity of  primary  education. 

Results:  USAID's  program  has  provided  training  to  84%  of  primary  school  teach- 
ers in  improved  teaching  delivery  methods;  and  assisted  in  providing  basic  textbooks 
to  71%  of  all  primary  school  children.  USAID  efforts  have  resulted  in  an  increase 
of  15-21%  in  the  percent  of  eligible  children  in  three  remote  northern  areas  attend- 
ing school. 

Namibia 

Question.  Please  demonstrate  to  the  Subcommittee  the  specific  links  between 
USAID  efforts  in  Namibia  and  their  recent  progress. 

Answer.  USAID  began  providing  assistance  to  Namibia  in  1991,  a  year  after  inde- 
pendence from  South  Africa.  USAID  programs  are  helping  Namibia  move  from  a 
f»oint  where  95%  of  the  population  was  disenfranchised  and  essentially  excluded 
rom  economic  and  social  services  to  a  democracy  providing  equal  access  to  all. 

USAID  efforts  have  contributed  to  increasing  the  participation  of  formerly-dis- 
advantaged  Namibians  in  the  economic,  social  and  political  development  of  Namibia 
through  education  and  training. 

Results:  Because  of  U.S.  financial  support  and  leadership,  the  Government  of  the 
Republic  of  Namibia  (GRN)  is  reforming  the  educational  system.  Budget  priorities 
have  been  changed  to  reflect  the  new  emphasis  on  primary  education,  particularly 
grades  1  through  4.  More  emphasis  has  been  given  to  teacher  training  and  to  mech- 
anisms for  channeling  teachers  to  poorer  areas.  USAID  is  assisting  Namibia  in  de- 
veloping and  introducing  a  new  national  curriculum.  ^ 

Through  election  support,  USAID  has  expanded  the  role  of  Namibians  in  human- 
rights,  democracy,  and  governance  activities.  Prior  to  the  December  1994  elections, 
USAID  sponsored  voter-education  activities  and  provided  training  in  political-party 
effectiveness. 

Results:  Press  coverage  of  local  party  activities  improved,  including  television  re- 

Korting  of  candidates,  parties,  and  their  positions.  There  was  considerable  public  de- 
ate  of  issues,  and  voters  had  a  good  understanding  of  issues  when  they  went  to 
the  polls.  Seventy -five  percent  of  eligible  voters  voted. 

USAID  efforts  have  contributed  to  Namibia's  efforts  to  protect  its  fragile  environ- 
ment and  endangered  wildlife.  Under  the  Living  in  a  Finite  Environment  (LIFE) 
Project,  USAID  is  working  with  NGOs  to  strengthen  their  ability  to  assist  local  com- 
munities living  in  and  around  parks  to  better  protect  wildlife  resources.  USAID  has 
also  worked  actively  to  change  legislation  that  has  hindered  conservation  efforts. 

Results:  The  GRN  recently  passed  legislation  permitting  local  communities  to  ben- 
efit economically  from  tourism  activities  near  their  communities.  Thus,  local  com- 
munities now  have  an  incentive  to  conserve  the  land  and  wildlife.  Because  of 
USAID-funded  assistance,  several  communities  are  ready  to  organize  special  areas 
to  protect  wildlife  and  other  natural  resources. 

Mozambique 

Question.  Please  demonstrate  to  the  Subcommittee  the  specific  links  between 
USAID  efforts  in  Mozambique  and  their  recent  progress. 

Answer.  USAID's  long-term  involvement  in  Mozambique  illustrates  how  sustained 
and  flexible  crisis  prevention/emergency  assistance  efforts,  combined  with  an  ongo- 
ing development  effort,  have  successfully  brought  a  country  from  the  brink  of  disas- 
ter to  the  cusp  of  sustainable  development. 

Since  gaining  independence  from  Portugal  in  1975,  Mozambique  has  experienced 
major  upheavals  which  have  depressed  its  living  standard  to  the  lowest  level  of  any 
country  in  the  world.  The  combination  of  many  factors,  including  drought,  rural  in- 
surgency, economic  decline  and  political  and  administrative  unwinding,  plagued  Mo- 
zambique, causing  hundreds  of  thousands  of  deaths  and  leaving  millions  displaced 
or  destitute. 

Beginning  in  the  early  1980s  when  our  program  focused  on  food  security  and  the 
ongoing  emergency  situation,  to  the  mid-to-later  1980s  when  the  country  began  its 
extraordinary  and  rapid  movement  from  Marxism-Leninism  towards  democracy,  de- 
centraUzed  government  and  a  market  economy,  USAID  has  played  an  active  role  in 
facilitating  this  transformation. 
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We  have  tailored  our  efforts  to  be  responsive  to  the  relief,  recovery  and  transition 
to  democracy  needs  of  Mozambique. 

USAID  efforts  have  contributed  directly  to  Mozambique's  progress  in  demobilizing 
soldiers  and  reintegrating  refugees,  displaced  persons,  and  former  military  into  a 
stable,  productive  society.  Since  the  Peace  Accords  were  signed  in  October  1992, 
USAID  has  provided  $23.6  million  to  support  the  demobilization  of  the  warring  ar- 
mies. Support  included  transporting  demobilized  soldiers  home  and  assisting  with 
their  reintegration  into  society  and  demining  of  priority  roads/bridges  for  the  move- 
ment of  returning  soldiers,  refiigees,  and  humanitarian  and  relief  commodities. 

Results:  Over  91,000  soldiers  have  been  demobilized;  75%  of  internally-displaced 
persons  and  almost  all  of  the  1.5  million  refugees  are  returning  home;  1,200  kilo- 
meters of  road  have  been  cleared  of  landmines  and  2,000  kilometers  were  rehabili- 
tated. 

USAID  has  assisted  Mozambique  in  its  transition  to  democracy.  Election  support 
of  $14  million  provided  funding  to  finance  training  of  election  officials,  civic  edu- 
cation programs  and  logistical  support. 

Results:  Ninety  percent  of  the  country's  registered  voters  went  to  the  polls,  and 
the  countr/s  first-ever  multi-party  national  elections  were  deemed  free  and  fair  by 
the  U.N. 

USAID  efforts  have  contributed  to  the  increased  use  of  child  health  and  reproduc- 
tive services. 

Results:  Over  1,500,000  people  have  benefited  from  the  essential  drug  program 
which  contributes  to  restoration  of  national  stockpiles  of  basic  medicines  and  com- 
modities (such  as  antibiotics,  malaria  prophylaxis  and  contraceptives)  component  of 
the  Primary  Health  Care  Project;  over  400,000  from  the  safe  water  component. 
Under  the  PVO  Support  Project,  over  53,000  children  were  immunized,  over  5,000 
latrines  built  and  over  96,000  families  (about  480,000  people)  gained  access  to  safe 
water. 

Early  Warning  System 

Question.  If  regional  cooperation  in  1991/92  in  southern  Africa  made  death  by 
starvation  unheard  of,  why  is  USAID  establishing  an  early  warning  system?  What 
is  the  cost  of  this  system? 

Answer.  The  successful  operation  of  an  early  warning  and  response  system  is  the 
foundation  underljring  strong  and  timely  regional  cooperation  that  prevents  or  miti- 
gates a  crisis  and  ultimately  saves  lives.  Early  warning  and  response  systems  were 
operational  during  the  last  drought  in  southern  Africa,  and  most  recently  in  the 
Greater  Horn  and  played  a  major  role  in  strengthening  regional  cooperation  efforts. 
They  served  to  (a)  alert  donors  and  affected  governments,  thereby  enabling  them  to 
coordinate  and  jointly  mobilize  resources  to  address  drought  conditions  early  in  its 
cycle;  and  (b)  identify  vulnerable  populations  and  well-targeted  responses  that  were 
used  by  donors  and  governments  in  averting  severe  malnutrition  and  starvation. 
Absence  of  that  early  warning  and  response  capability  would  have  compromised  oth- 
erwise successful  regional  cooperation  efforts,  leading  to  less  effective  and  more  cost- 
ly results. 

The  annual  cost  of  the  USAID  Famine  Early  Warning  System  (FEWS)  Project  in 
the  southern  Africa  region  is  approximately  $2.4  million  per  year. 

Air  Pollution 

Question.  Please  cite  for  the  Subcommittee  the  source  for  the  assertion  that:  "15 
years  from  now  more  air  pollution  will  come  from  outside  our  borders  than  within." 

Answer.  This  is  a  derivative  statement  taken  from  World  Resource  Institute's 
(WRI's)  report,  "World  Resources:  1994-1995".  WRI  states  that  "greenhouse  gas 
emissions  from  both  the  developing  world  and  the  former  Soviet  bloc  already  sur- 
pass those  from  the  United  States."  The  United  States  has  a  clear  strategic  interest 
in  making  international  environmental  investments.  Environmental  degradation  in 
the  developing  world  and  the  former  Soviet  bloc  affects  Americans  directly,  by  de- 
stroying important  biological  resources  and  adding  to  global  warming.  Already, 
these  nations  together  emit  more  greenhouse  gas  emissions  than  the  United  States. 
By  2025,  developing  countries  will  emit  one-half  or  more  of  all  global  greenhouse 
gas  emissions.  Ciurently,  as  a  nation,  we  spend  some  $130  billion  annually  on  com- 
batting pollution  here  at  home.  Meanwhile,  we  dedicate  only  a  little  more  than  half 
of  $1  biUion  under  bilateral  foreign  aid  to  prevent  environmental  degradation 
abroad. 
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Democracy  in  Taiwan  and  South  Korea 

Question.  On  page  7  USAID  states  that  "Although  authoritarian  regimes  may  be 
able  to  impose  economic  reform  and  suppress  the  social  backlash  they  create,  demo- 
cratic institutions  allow  free  societies  to  embrace  change,  sustain  it  and  respond  to 
the  inevitable  unforeseen  needs  that  arise."  How  would  USAID  explain  the  rise  of 
democracy  in  Taiwan  and  South  Korea,  where  democracy  grew  out  of  economic  pros- 
perity and  a  rising  middle  class? 

Answer.  The  historical  relationship  between  political  liberty  and  economic  liberty 
is  very  compUcated.  Nevertheless,  USAID's  fundamental  view  is  that  the  two  types 
of  freedom  are  mutually  supportive  and  should  therefore  develop  simultaneously. 
That  is,  democratic  institutions  facilitate  the  development  of  a  market  economy,  and 
a  market  economy  facilitates  the  development  of  democratic  institutions.  Indeed, 
this  dualistic  view  lies  at  the  heart  of  the  idea  of  liberal  democracy. 

In  the  cases  of  Taiwan,  South  Korea,  and  several  other  NICs,  formerly  authoritar- 
ian governments  implemented  highly-successful  export-led  economic  development 
strategies.  While  the  prosperity  created  by  these  economic  strategies  has  no  doubt 
contributed  to  the  gradual  development  of  democratic  institutions  in  many  NICs,  it 
has  by  no  means  been  the  only  cause.  In  many  cases,  donor  support  to  both  civil- 
society  organizations  and  governmental  institutions  has  also  played  a  critical  role 
in  the  development  of  democracy. 

Moreover,  for  every  authoritarian  government  that  has  achieved  economic  growth, 
an  equal  number  has  failed,  in  large  measure  because  poor  governance,  including 
massive  corruption  and  mismanagement,  could  continue  without  the  checks  and  bal- 
ances provided  by  a  more  democratic  system  of  government. 

Funding  for  Ireland 

Question.  Please  demonstrate  for  the  subcommittee  how  funding  for  Ireland  pro- 
motes the  "Seeds  of  Peace." 

Answer.  The  International  Fund  for  Ireland  was  established  in  1986  to  promote 
economic  and  social  advancement  and  to  encourage  dialogue  and  reconciliation  be- 
tween nationalists  and  unionists  throughout  Ireland.  Inextricably  linked  to  the  po- 
litical conflict  is  the  issue  of  equal  opportunity  for  Protestants  and  Catholics.  Since 
its  inception,  the  Fund  has  helped  to  create  20,500  new  jobs  in  the  area  and  has 
been  successful  in  leveraging  new  investments  to  the  extent  that  every  dollar  com- 
mitted by  the  Fund  has  resulted  in  an  additional  $1.70  committed  from  other 
sources.  This  has  helped  to  bring  hope,  peace  and  prosperity  to  areas  which  have 
suffered  the  most  during  the  years  of  conflict  in  the  region. 

The  Fund's  partnership  arrangements  with  community-led  organizations  in  the 
most  deprived  and  ignored  communities  in  Northern  Ireland  and  the  border  coun- 
ties provide  a  solid  base  for  ensuring  that  these  community  groups  continue  the 
work  of  creating  jobs,  increasing  investment  potential  and  fostering  attitudinal 
changes  which  in  turn  have  helped  promote  peace.  As  a  result  of  the  deliberate  de- 
sign of  Fund  programs,  they  have  been  able  to  reach  and  work  with  communities 
to  help  plant  the  'seeds  of  peace." 

Vendor  Town  Meetings 

Question.  Please  list  where  and  when  A.I.D.  will  visit  the  Midwest  for  vendor 
town  meetings.  What  is  the  budget  for  this  initiative? 

Answer.  As  I  mentioned  in  my  testimony,  vendor  town  meetings  were  held  on  the 
East  and  West  coasts  last  year  and  are  being  scheduled  for  the  South  and  Middle 
West  in  1995.  We  expect  the  cost  to  be  about  $5,000  for  each  of  the  upcoming  town 
meetings. 

USAID  has  also  initiated  other  outreach  activities  to  make  USAID's  procurement 
needs  more  widely  known.  For  example: 
— USAID  has  established  a  toll-free  procurement  information  voiceline  and  added 

a  Procurement  Ombudsman  as  a  liaison  to  the  public. 
— Internet,  a  worldwide  information  network  tapped  by  more  than  30  million  users, 

allows  us  to  post  competitive  proposals,  procurement  procedures  and  the  USAID's 

procurement  plan  so  that  the  private  sector  can  have  a  better  understanding  of 

how  the  Agency  does  business  and  what  the  business  opportunities  are. 

Question.  Please  provide  the  Subcommittee  with  the  name  and  full  statement  of 
the  member  of  the  Ferris  Commission  praising  USAID's  recent  efforts. 

Answer.  The  following  statement  was  issued  by  the  five  members  of  the  Ferris 
Commission  (George  M.  Ferris,  Jr.,  Chairman,  C.  Harvey  Bradley,  Member,  Thomas 
B.  Kemp,  Member,  Michael  Roth,  Member  and  F.T.  (Ted)  Van  Dyk,  Member)  who 
attended  the  January  11,  1995  review  of  USAID's  recent  management  and  program 
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reform  efforts.  The  Ferris  Commission  issued  its  basic  report  on  improving  manage- 
ment of  A.I.D.  in  the  Spring  of  1992.  Since  that  time,  control  of  the  Executive 
Branch  and  Congress  have  changed  pjolitical  parties.  However,  the  substantive  rec- 
ommendations of  the  report  still  remain  valid. 

FERRIS  COMMISSION 

On  January  11,  1995,  the  A.I.D.  Administrator,  J.  Brian  Atwood  and  his  senior 
staff"  invited  the  Commission  members  to  hear  first  hand  what  had  been  done  about 
their  recommendations.  While  the  Ferris  Commission  is  no  longer  an  official  Com- 
mission, four  of  the  five  members  were  able  to  be  present  for  the  day-long  briefing 
and  review. 

The  members'  overall  conclusion  about  the  direction,  substance  and  sincerity  of 
the  current  A.I.D.  reform  efforts  was  positive.  Not  all  of  the  Commission  rec- 
ommendations were  accepted  and  acted  upon  but  the  majority  were. 

Critical  issues 

Not  surprisingly,  the  four  critical  issues  have  presented  the  biggest  problem. 
While  A.I.D.  has  proposed  a  new  foreign  assistance  act,  it  has  not  been  enacted.  The 
Commission  members  still  believe  this  is  a  key  required  action. 

The  merger  of  A.I.D.  into  the  State  Department  is  in  open  debate  within  the  Ad- 
ministration and  Congress.  The  Commission  believes  this  is  a  healthy  situation.  At 
least  the  issue  will  be  aired  rather  than  ignored.  We  do  believe,  however,  that  such 
a  merger  should  only  be  effected  at  the  beginning  of  a  Presidential  term  and  not 
at  its  mid-point  when  a  reorganization  could  prpve  disruptive.  We  particularly  are 
concerned  that  a  merger  now,  when  A.I.D.'s  effectiveness  and  morale  have  been 
raised  substantially,  could  distract  both  State  and  A.I.D.  when  substantive  rather 
than  organizational  concerns  should  be  uppermost. 

The  need  for  inter-agency  coordination  has  not  been  dealt  with  at  this  point  (ex- 
cept between  A.I.D.  and  State)  and  needs  to  be  done. 

The  recommendation  on  clearly  separating  ESF  and  DA  funds  has  been  achieved. 

Restructuring  Program  Management 

Good  progress  has  been  made  in  this  group  of  recommendations.  A.I.D.AVashing- 

ton  organizational  units  have  been  reduced  in  number  and  the  Operations  Bureau 

abolished. 

— A.I.D.  has  reduced  the  number  of  country  programs  by  23  and  plans  more  reduc- 
tions in  the  future. 

— The  agency  is  emphasizing  results-oriented  evaluations. 

— We  were  assxu^d  that  agency-wide  uniform  program  and  project  management  sys- 
tems will  be  in  place  1&-1-95.  This  appears  to  be  a  breakthrough  which  should 
make  a  significant  contribution  to  improving  the  effectiveness  of  the  Agency. 

— Designation  of  the  AA/Management  as  COO  is  a  step  down  the  ladder  from  the 
Commission  recommendation  to  have  the  Deputy  Administrator  fill  this  job.  We 
will  keep  an  open  mind  awaiting  results. 

— The  recommendation  to  focus  on  countries  which  promote  private  sector  economic 
growth  is  somewhat  watered  down  to  give  weight  to  factors  such  as  environ- 
mental, health  and  population  concerns. 

Personnel  Management 

It  appears  the  most  progress  has  been  made  in  this  category.  The  Commission 
made  basic  recommendations  on  human  resource  management  in  the  area  of  work 
force  planning,  recruitment,  assignment,  training,  career  development  and  direct- 
hire-personal  contracting  policy.  A.I.D.  has  moved  aggessively  to  implement  these 
recommendations.  The  one  exception  is  that  we  would  encourage  further  effort  on 
the  recommendation  in  the  training  area  to  reestabUsh  A.I.D.  language  standards 
at  State  Department  levels. 

Improving  Accountability 

Communication  between  the  Administrator  and  Inspector  General  has  been  im- 
proved, and  audit  coverage  for  non-U.S.  contractors  and  grantees  is  in  place.  Two- 
year  appropriation  for  development  assistance  has  been  obtained  and  the  pipeline 
is  better  managed. 

A  number  of  recommendations  are  set  for  start-up  October  1,  1995  including  link- 
ing Agency  objectives,  annual  employee  workplans  and  PERS;  strengthening  the  in- 
ternal control  review  process;  putting  AW  ACS  and  the  Acquisition  and  Assistance 
systems  on  line. 

These  are  difficult  tasks  and  we  hope  that  A.I.D.  is  able  to  maintain  its  self-im- 
posed deadlines. 
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Summary 

A.I.D.  is  making  good  progress  to  date  on  improving  management  systems,  many 
of  which  were  recommended  by  our  Commission.  We  beUeve  A.I.D.  should  be  given 
time  to  complete  its  conversions. 

Regarding  program  substance,  we  are  concerned  that  A.I.D.  still  sees  its  mission 
as  trjdng  to  solve  too  many  of  the  world's  ills.  We  believe  that  A.I.D.  will  be  most 
effective  if  it  focuses  on  true  development  assistance  in  those  countries  that  support 
private  sector  economic  development.  A.I.D.  does  itself  a  disservice  by  over  promis- 
ing and  spreading  itself  too  thin.  Demonstrable  results  cannot  be  achieved  that  way 
nor  can  continuing  support  be  expected. 

Condi lionality  of  assistance  should  be  built  into  each  country  program.  There 
should  be  a  clear  understanding  that  U.S.  assistance  is  time  limited,  dependent 
upon  adopting  incentive  economic  policies  which  create  the  climate  necessary  for 
private  sector  development,  and  meeting  mutually  agreed  upon  goals  and  targets. 

The  major  success  stories  of  less  developed  countries  becoming  advanced  devel- 
oped countries  have  demonstrated  that  our  goal  of  democracy  for  the  developing 
world  can  be  best  achieved  in  conjunction  with  sound  economic  policies  conductive 
to  savings  and  investment.  Taiwan,  Korea  and  more  recently  Chile  are  shining  ex- 
amples of  such. 

Pressure  to  Spend  USAID-Granted  Budgets 

Question.  In  a  front  page  article  in  The  Washington  Post  on  February  12,  1995, 
several  people  affiliated  with  USAID  programs  in  Russia  describe  an  intense  pres- 
sure to  spend  USAID-granted  budgets  and  said,  in  effect,  this  pressure  leads  to  a 
significant  amount  of  waste.  How  then  does  USAID  intend  to  spend  its  requested 
$68  million  budget  increase  for  projects  in  the  Newly  Independent  States? 

Answer.  It  is  fair  to  say  that  USAID  has  been  under  some  pressure  from  both 
members  of  Congress  and  the  Administration  to  show  positive  results  on  the  ground 
as  soon  as  possible,  in  order  to  build  and  maintain  indigenous  support  for  reform 
despite  the  short-term  painful  economic  effects  of  reform.  Nevertheless,  USAID  does 
not  pressure  grantees  or  contractors  to  spend  fiinds  more  rapidly  than  they  can  be 
usefully  and  effectively  employed.  We  seek  a  balance  between  moving  rapidly  to  bol- 
ster the  efforts  of  Russian  reformers  to  develop  a  democratic  market  economy  and 
the  need  to  ensure  proper  i/lanning  and  careful  implementation. 

The  article  in  question  described  many  successful  examples  of  effective  assistance 
at  the  grassroots  level  as  well  as  activities  which  create  systemic  change.  Neverthe- 
less, some  activities,  particularly  at  the  beginning  of  the  program,  may  have  been 
started  too  quickly  without  full  understanding  of  the  problems  they  would  have  to 
deal  with.  For  example,  a  grain  storage  facility  cited  in  the  article  was  not  effective 
and  had  to  be  cancelled.  We  have  learned  from  our  failures  as  well  as  from  our  suc- 
cesses. 

USAID  is  requesting  a  $788  million  program  level  for  the  New  Independent 
States  to  permit  us  to  consolidate  and  expand  gains  made  thus  far  in  privatization, 
post  privatization  assistance  to  business  development,  capital  markets  and  banking 
development,  and  legal,  policy  and  regulatory  systems.  Democratic  development  will 
continue  with  support  to  independent  media,  f>olitical  parties,  electoral  processes 
and  parliamentary  institutions,  assistance  in  developing  civil,  commercial  and  crimi- 
nal codes,  and  strengthening  of  non-governmental  organizations  which  increase  pub- 
lic participation  in  civic  life  and  press  for  more  transparent  and  responsive  govern- 
ment. Reforms  which  place  social  services  on  a  more  viable  financial  basis,  such  as 
privatization  of  housing  and  health  financing  reform  will  enable  New  Independent 
States  governments  to  focus  limited  social  service  resources  on  the  most  vulnerable 
groups  rather  than  the  unfocused  general  subsidies  which  were  the  legacy  of  the 
Communist  system. 

Funding  at  the  full  request  level  is  needed  to  enable  us  to  assist  a  "second  wave" 
of  reforming  countries  such  as  Ukraine,  Moldova,  and  Armenia,  which  are  poised 
to  undertake  significant  structural  reforms,  without  walking  away  prematurely  from 
the  significant  progress  made  in  Russia  and  other  states.  We  need  to  do  all  we  can 
to  make  these  reforms  irreversible  before  we  phase  out  of  this  transitional  assist- 
ance program. 
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Questions  for  the  Record  Submitted  by  Congressman  Forbes 

Sustainable  Development 

Question.  Your  budget's  central  theme  is  something  called  "sustainable  develop- 
ment." 1  interpret  that  to  mean  that  recipient  countries  should  eventually  be  devel- 
oped to  the  point  where  they  can  sustain  themselves.  Would  you  please  provide  the 
committee  with  yoxir  definition  of  sustainable  development? 

Answer.  USAID  believes  that  sustainable  development  is  characterized  by  eco- 
nomic and  social  growth  that  does  not  exhaust  the  resources  of  a  host  country;  that 
respects  and  safeguards  the  economic,  cultiiral,  and  natural  environment;  that  cre- 
ates many  incomes  and  chains  of  enterprises;  that  is  nurtured  by  an  enabling  policy 
environment;  and  that  builds  indigenous  institutions  that  involve  and  empower  the 
citizenry.  Development  is  "sxistainable"  when  it  permanently  enhances  the  capacity 
of  a  society  to  improve  its  quaUty  of  life. 

When  an  aid  recipient  country  can  sustain  itself,  USAID  achieves  one  of  its  key 
goals,  to  work  itself  out  of  a  job. 

American  Opinions  on  Population  Assistance 

Question.  USAID's  budget  has  in  recent  years  has  increasingly  emphasized  popu- 
lation activities.  It  seems  to  me  that  these  activities  and  this  trend  do  not  reflect 
the  mood  of  this  Congress  and  the  American  people.  These  programs  smack  more 
of  traditional  welfare-style  programs  rather  than  a  development  program,  and  they 
imply  to  some  people  that  people  are  more  of  a  burden  than  a  resource.  Could  you 
please  comment? 

Answer.  USAID's  population  programs  have  saved  millions  of  women's  and  chil- 
dren's lives  every  year.  Access  to  quality  family  planning  enables  couples  to  achieve 
their  family  size  goals,  improves  the  health  of  mothers  and  children,  and  allows 
women  to  take  advantage  of  opportunities  outside  the  home — including  education. 

USAID's  programs  have  been  instrumental  in  reducing  the  average  family  size  in 
developing  countries  from  more  than  6  children  to  just  over  4  children  per  family 
and  providing  more  than  50  miUion  couples  with  the  means  of  controlling  their  fer- 
tility. 

Surveys  have  indicated  a  tremendously  high  unmet  need  for  family  planning  in 
developing  countries.  That  is,  over  120  million  women  have  said  they  wish  to  space 
or  limit  their  births,  but  are  not  currently  using  family  planning.  Each  year  half 
a  million  women  die  of  compUcations  due  to  pregnancy,  childbearing,  or  unsafe  abor- 
tion. Many  of  these  deaths  could  be  averted  if  family  planning  and  appropriate  and 
safe  maternal  and  obstetrical  care  were  available  to  these  women. 

USAID's  population  programs  should  not  be  considered  welfare  programs.  They 
provide  criticsd  support  and  technical  expertise  to  institutions  in  developing  coun- 
tries that  deliver  family  planning  and  health  services.  With  USAID's  support,  these 
institutions  and  systems  will  ultimately  become  self-sufficient. 

Public  opinion  polls  have  shown  that  an  overwhelming  majority  of  Americans 
favor  supporting  development  assistance.  Population  is  consistently  cited  as  an  area 
within  development  assistance  that  Americans  strongly  support.  For  example,  a  poll 
conducted  last  sununer  by  the  Pew  Global  Stewardship  found  that  almost  50%  of 
Americans  saw  rapid  population  growth  as  a  very  serious  problem,  and  about  60% 
favored  the  U.S.  sponsoring  family  planning  programs  in  developing  countries. 


Questions  for  the  Record  Submitted  by  Congressman  Bunn 

Free-Market  Economies  in  Central  Asia 

Question.  How  much  progress  have  the  Central  Asian  New  Independent  States  of 
the  former  Soviet  Union  made  toward  establishing  free-market  economies?  (ex. 
Turkmenistan,  Uzbekistan,  etc.) 

Answer.  Before  they  became  independent  in  the  waning  days  of  1991,  the  five 
Central  Asia  Republics  had  not  existed  as  modem  nation-states.  Political  systems 
and  institutions  had  to  be  created  anew,  and  economies  had  to  be  freed  not  only 
from  the  burden  of  decades  of  communism,  but  also  from  over-dependence  on  and 
over-integration  with  the  economies  of  the  other  New  Independent  States,  especially 
Russia. 

From  this  perspective,  we  have  seen  substantial  progress  toward  free-market 
economies.  While  the  extent  of  economic  reform  varies  among  the  five  states,  in  the 
region  are  free  floating  independent  currencies,  and  progress  has  been  made  in  es- 
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tablishing  banking  systems  open  to  the  private  sector,  stock  exchanges  and  other 
elements  of  a  functioning  capital  market.  Increasingly  active  private  sectors  and  a 
burgeoning  private  consumer  goods  trade  can  all  be  found  within  the  region.  More 
progress  is  needed,  and  I  think  we  will  see  it. 

Question.  To  what  extent  has  Russian  interference  and  desire  for  hegemony  over 
the  region  hindered  these  efforts? 

Answer.  As  emerging  free-market  economies,  these  countries  are  increasingly 
open  to  Western  initiatives,  but  they  must  also  retain  some  trading  and  supply  links 
with  Russia.  Russian  interference  and  desire  for  influence  is  seen  primarily  in  its 
efforts  to  continue  to  control  Central  Asia's  access  to  world  markets  for  fossil  fuels. 

African  Development 

Question.  As  we  are  aware,  progress  toward  development  and  economic  freedom 
in  Sub-Saharan  Africa  has  been  slow,  with  periodic  discouraging  setbacks.  While 
Latin  American  and  Asian  states  have  made  dramatic  progress  in  recent  years,  Afri- 
ca continues  to  fall  behind  in  the  world  economy.  Is  it  time  to  seriously  rethink  our 
foreign  aid  approach  to  Africa?  And  how  can  the  successes  of  Latin  America  and 
Asia  be  applied  to  Africa. 

Answer.  Let  me  give  a  bit  of  history.  The  African  countries  developed  reasonably 
well  until  the  middle  of  the  1970s.  The  international  oil  crises  of  1974  and  1979  hit 
Africa  especially  hard,  revealing  the  weaknesses  of  heavy  government  involvement 
in  the  economy.  The  result  was  an  extremely  serious  recession  that  hit  Africa  be- 
tween 1975  and  1985,  when  many  countries  bottomed  out.  Since  then,  many,  if  not 
most,  African  countries  have  been  carrying  out  major  economic  reforms  that  are  set- 
ting the  conditions  for  resumed  growth. 

In  the  late  1980s,  the  events  of  central  Europe  created  a  revolutionary  fervor  for 
democracy  in  much  of  Africa.  As  a  result,  old  authoritarian  regimes  have  been  swept 
aside.  What  we  are  now  seeing  is  a  new  Africa,  with  new  leadership,  a  new  commit- 
ment to  private-sector  led  growth,  and  a  new  openness  to  the  world. 

Our  assistance  programs  since  1985  have  been  centered  around  helping  Africans 
revolutionize  their  economic  and  political  systems.  Much  has  been  accomplished; 
much  remains  to  be  done.  Much  of  what  has  been  done  is  fragile.  But  the  foundation 
has  now  been  laid  for  long-term  growth. 

The  lessons  of  the  Asian  experience  are:  macroeconomic  stability,  investment  in 
people,  dependence  on  markets,  openness  to  the  world  economy  and  good  govern- 
ance. These  lessons  have  not  been  lost  on  Africa.  Increasingly,  African  leaders  and 
development  practitioners  have,  often  with  USAID  assistance,  been  exposed  to  the 
best  development  models  of  Asia  and  Latin  America.  There  is  a  new  pragmatism 
and  a  new  political  will. 

Our  programs  need  to  continue  what  we  are  presently  doing:  building  the  capacity 
of  African  institutions  to  take  charge  of  a  sustained  development  process.  We  are 
helping  to  build  better  educational  systems,  better  agricultural  research  systems, 
better  economic  policy  making,  better  judicial  systems,  better  health  systems,  etc. 
There  has  been  no  time  in  recent  African  history  when  the  lessons  of  development 
experience  and  the  willingness  to  adapt  these  lessons  have  been  so  much  in  synch. 
We  don't  need  to  change  what  we  are  doing,  we  need  to  continue  it. 

Lessons  for  USAID  From  Mexico  Crisis 

Question.  What  lessons  has  USAID  learned  from  the  Mexican  debacle  about  po- 
tential pitfalls  in  the  development  process?  How  will  you  advise  other  aid-receiving 
states,  so  that  they  can  avoid  similar  problems? 

Answer.  Mexico  holds  several  important  lessons  for  other  developing  countries. 
Briefly,  they  are: 

(1)  Developing  countries  must  take  care  to  manage  their  economic  policies  wisely. 
A  related  lesson  to  all  developing  countries  is  that  a  brief  period  of  economic  policy 
mismanagement  can  wipe  out  several  years'  income  gains.  Donors  such  as  USAID 
must  seek  commitment  to  sound  policy  management  by  beneficiary  countries  so  that 
our  investments  have  lasting  impact. 

(2)  A  second  lesson  relate  to  democratic  development.  Mexico  is  a  clear  example 
of  the  negative  impact  of  political  instabiUty  and  corruption  on  development.  USAID 
projects  support  democratic  development  not  only  for  the  conduct  of  free  and  fair 
elections,  but  also  to  deepen  democracy.  USAID  works  with  developing  countries  to 
strengthen  legal  and  judicial  systems,  promote  honesty  and  accountability  in  gov- 
ernment, encourage  civic  participation  in  the  democratic  process,  and  develop  com- 
petent legislatures. 
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Questions  for  the  Record  Submitted  by  Congressman  Obey 

Disaster  Assistance 

Question.  There  has  been  talk  of  State  trying  to  absorb  International  Disaster  As- 
sistance. It's  absolutely  critical  that  disaster  assistance  remain  in  A.I.D.  What  is  the 
status  of  this  idea? 

Answer.  The  State  Department  and  USAID  have  jointly  drafted  an  options  memo- 
randum which  was  transmitted  recently  to  the  White  House  for  review  by  Vice 
President  Gore's  National  Performance  Review  staff.  We  anticipate  a  decision  in  the 
near  future. 

Child  Survival,  Basic  Education,  Micronutrients  and  AIDS 

Question.  Last  year  the  Congress  recommended  that  child  survival  be  funded  at 
$280  million  and  basic  education  at  $135  million  and  micronutrients  at  $25  million. 
Are  you  able  to  meet  these  targets?  What  effect  will  the  recent  recissions  proposed 
by  the  House  fuU  committee  have  on  meeting  these  targets? 

Answer.  Last  fall  USAID  staff  held  extensive  consultations  with  House  and  Sen- 
ate Republican  and  Democratic  staff  from  the  authorizing  and  appropriations  com- 
mittees concerning  the  nvunerous  target  levels  that  were  included  in  the  FY  1995 
appropriations  bill.  Agreement  was  reached  that  child  survival  would  be  funded  at 
$275  million,  basic  education  at  $125  miUion,  and  micronutrients  would  remain  at 
$25  million.  This  includes  a  major  new  initiative  in  support  of  education  of  girls  and 
women.  We  would  hope  to  protect  these  levels  in  the  face  of  recissions  given  the 
importance  of  these  programs  to  Sustainable  Development  and  our  humanitarian 
goals. 

Question.  Over  the  years,  the  committee  has  been  a  major  supporter  of  funding 
for  displaced  children.  Where  are  you  headed  in  Fiscal  Year  1996  on  this  program? 

Answer.  We  plan  to  continue  work  in  several  countries,  including  Brazil,  Guate- 
mala, Mozambique,  Yugoslavia,  Uganda  and  Tanzania.  Activities  will  continue  to  in- 
clude shelter  and  training,  dociunentation  and  reunification  of  children  with  their 
parents  in  refugee  situations,  and  work  with  AIDS  orphans. 

Question.  In  Fiscal  Year  1995,  you  are  planning  to  spend  $121  million  on  pro- 
grams for  AIDS.  What  is  the  level  planned  for  FY  1996?  Where  are  you  in  following 
the  committee's  recommendation  firom  last  year  to  appoint  a  high  level  coordinator 
for  AIDS  at  USAID? 

Answer.  We  would  expect  to  spend  a  similar  amount  on  HIV/AIDS  in  FY  1996, 
which  would  include  our  support  to  the  Joint  Co-sponsored  Program  on  HlV/AlDS 
of  the  United  Nations  and  ovu-  bilateral  activities. 

With  regard  to  the  appointment  of  a  high  level  coordinator  for  AIDS,  we  expect 
to  fill  the  position  before  the  end  of  the  Fiscal  Year.  In  the  meantime,  David  Got, 
the  Director  of  the  OflBce  of  Health  and  Nutrition,  is  serving  as  the  Agency's  Acting 
AIDS  Coordinator. 

Closing  Missions 

Question.  Last  year  USAID  announced  the  closure  of  21  missions.  Do  you  have 
any  plans  to  expand  this  number?  If  so,  which  ones?  Where  are  you  now  in  imple- 
menting the  closure  of  these  missions? 

Answer.  We  have  closed  six  of  the  21  missions  identified  last  year,  and  the  closure 
of  the  remaining  15  is  proceeding  on  schedule.  In  addition,  we  will  be  closing  our 
missions  in  Estonia,  the  Czech  Republic,  and  Swaziland  by  the  end  of  FY  1996  and 
are  reviewing  an  additional  3  missions  for  possible  closure  in  FY  1996  or  FY  1997. 

Horn  of  Africa 

Question.  Last  May  you  lead  a  Presidential  Mission  to  the  Horn  of  Africa.  As  a 
result  of  that  trip,  there  has  been  a  new  emphasis  on  prevention  programs — pro- 
grams aimed  at  taking  steps  to  prevent  disasters  Uke  are  occurring  in  Somalia  and 
other  areas  in  the  region.  What  steps  have  you  taken  to  implement  these  programs? 
Please  submit  a  copy  of  the  report  from  this  mission  for  the  record. 

Answer.  We  are  implementing  the  follow  up  to  the  Horn  of  Africa  Presidential 
mission  several  ways: 

— We  have  launched  an  Initiative  on  the  Greater  Horn  of  Africa,  to  lead  an  inter- 
national recommitment  to  address  the  complex  problems  of  the  region. 

— We  have  directiy  consulted  over  800  opinion  leaders  in  68  meetings  in  the  Horn, 
and  over  250  people  have  been  consulted  in  23  donor  meetings,  to  learn  what  others 
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see  as  the  problems  and  prospects  for  preventing  recurring  crises  in  the  Greater 
Horn  of  Africa; 

— More  strategic  coordination,  greater  flexibihty  to  respond,  linking  relief,  recov- 
ery and  development,  and  addressing  key  food  security  issues  were  the  main  themes 
^d  back  to  us. 

— We  are  designing  with  State  and  other  U.S.G.  agencies  a  conflict/crises  Early 
Warning  system,  to  include  more  integrated  prevention  analysis,  decision-making 
and  remedial  actions  by  all  elements  of  the  international  community; 

— Recognizing  the  key  role  food  plays  in  these  crises,  we  are  concentrating  the 
preventative  attention  on  food  security  at  the  macro-national  availability  level  and 
vulnerable  household  level. 

— Inter-Bureau  teams  are  working  on  transitions  out  of  prolonged  relief  programs 
before  these  explode  into  disasters. 

Ultimately,  the  best  prospect  for  prevention  of  disasters  like  the  recent  ones  in 
the  Horn  is  development  that  gives  people  promise,  new  perspectives  and  a  stake 
in  the  ^uture.  While  intensive  short  and  mid-term  preventative  work  is  underway, 
simultaneously  we  are  accelerating  long-term  development  to  address  the  root 
causes  of  these  disasters. 

Attached  is  a  copy  of  the  November  Concept  Paper  underpinning  that  Initiative 
as  well  as  the  Report  of  the  Presidential  Mission. 
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Elxecutive  Summary 

"Tribute  is  due  to  the  great  thinkers  of  our  continent  who  have  been,  and  are,  trying 
to  move  all  of  us  to  understand  the  intimate  intcr-connection  between  the  great  issues  of  our 
day  of  peace,  stability,  democracy,  human  rights,  cooperation  and  development.    Even  as  we 
speak,  Rwanda  stands  out  as  a  stem  and  severe  rebuke  to  all  of  us  for  having  failed  to 
address  these  interrelated  matters.* 

Nelson  Mandela 

at  the  Organization  for  African  Unity  meeting  in  Tunis 

June  1994 


The  Greater  Horn  of  Africa  —  a  region  comprising  Eritrea,  Ethiopia,  Sudan, 
Djibouti,  Somalia,  Kenya,  Uganda,  Rwanda,  Burundi  and  Tanzania  —  remains  a  region  in  the 
throes  of  crisis.    Famine,  conflict  and  poverty  have  become  all  too  common  elements  in 
these  countries'  differing  levels  of  development. 

In  response  to  the  existing  and  impending  crises  in  the  Greater  Horn  of  Africa, 
President  Clinton  has  called  for  a  renewed  commitm^t  to  these  countries.   It  is  in  the 
interest  of  the  international  community  to  prevent  fiiither  human  suffering  and  political 
deterioration,  and  to  work  together  to  create  an  environment  where  future  investments  will 
result  in  sustainable  development.  This  initiative  represents  a  collaborative  effort  among 
African  states,  non-governmental  organizations,  concerned  citizens,  Inter-govemmental 
Authority  on  Drought  and  Development  GGADD)  and  the  international  donor  community  to 
address  the  root  causes  of  food  insecurity  in  die  Horn.  This  paper  is  forwarded  not  as  a  final 
product,  but  as  a  spark  for  a  much  needed  dialogue  among  the  mutual  'owners'  of  this 
initiative.   Only  with  the  collective  insight,  creativity,  and  vision  of  these  concerned  parties 
can  we  respond  effectively  to  these  grave  challenges. 

To  achieve  the  goal  of  food  security  requires  changes  in  thought  and  action  both  in 
Africa  and  beyond.  The  way  in  which  countries  in  the  region  relate  to  each  other  must 
change.  The  way  donors  dppioach  country  programs  and  assistance  must  be  improved.  The 
abilities  of  Afiicans  to  guide  sustainable  development  efforts  must  be  strengthened.   Voices 
of  peace  and  modaatioa,  which  all  too  often  in  the  past  have  been  cruelly  ignored,  must  be 
heard.   We  must  b^in  to  look  at  the  problem  as  a  whole  and  not  just  the  sum  of  its  parts. 


The  Magnitude  and  Underiying  Causes  of  Food  Insecurity 

A  portrait  of  food  insecurity  in  the  region  reveals  acute  and  chronic  food  security 
concerns  more  severe  than  those  of  any  other  region  in  sub-Saharan  Africa.   Food  insecurity 
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in  the  region  is  growing  because  of  a  complex  and  interrelated  set  of  political,  social  and 
economic  factors. 

In  1989,  an  estimated  46  percent  of  the  region's  population,  some  71  million  people, 
were  chronically  food  insecure.   This  percentage  is  greater  than  that  of  the  overall  figure  for 
sub-Saharan  Afhca.   This  year  an  estimated  22  million  people  in  the  region  required  external 
food  aid  assistance.    Nearly  1 1  million  of  these  were  refugees  and  internally  displaced 
people,  with  another  1 1  million  in  danger  of  being  severely  drought-affected.   Per  capita 
food  production  declined  in  the  region  by  more  than  16  percent  during  1980  to  1993  period. 
As  a  result,  domestic  food  producticm  per  capita  has  declined  and  food  import  bills  have 
placed  increasing  strains  on  trade  balances.   Donor  food  aid  assistance  has  also  increased. 
Regional  per  capita  calorie  availability  (1,950  Kcal  per  capita  per  day)  is  less  than  the 
international  minimum  standard  for  survival  of  2, 100  calories,  and  much  less  than  the 
standard  for  an  adequate  diet  of  2,400  calories  a  day. 

Solutions  to  these  daunting  problems  must  be  grounded  in  an  understanding  of  their 
root  causes.    It  ran  be  argued  that  the  unstable  social  and  political  environments  that  have 
stunted  economic  growth  in  the  region  lie  at  the  heart  of  inadequate  food  production  and  the 
low  capacity  to  import  foodstuffs.   A  number  of  £acton  have  converged  to  create  this 
instability:   Poor  economic  policies  have  limited  possibilities  for  intensification  of  agriculture 
and  economic  growth;   growing  population  pressures  and  a  lack  of  development  of  human 
resources  have  further  stressed  the  natural  resource  base;  civil  strife  and  the  absence  of  good 
governance  structures  have  hindered  equitable  eomomic  and  social  development;  and  the 
natural  resource  base  of  the  r^on,  although  highly  uneven,  is  limited  in  high  production 
potential  endowments.  While  these  are  some  of  the  taost  immediately  apparent  factors  that 
have  eroded  food  security  in  the  region,  we  hope  that  subsequent  discussions  will  further  our 
understanding  of  the  r^on's  problems. 

An  initial  analysis  of  food  insecurity  in  the  region  suggests  die  following  framework 
as  one  way  to  address  this  humanitarian  crisis.   Again,  this  fiameworic  is  a  work  in  progress, 
one  that  will  ultimately  be  strengthened  by  die  critiques  and  insights  of  all  those  who  help 
shape  and  implement  it 


A  Proposed  Ftwnework 

In  Preliminary  discussioos,  membos  of  the  international  community  have  voiced  & 
recommitment  to  this  region.  For  reasons  of  stable  develo{mieot,  political  interests  and 
budgets,  this  renewed  effort  is  needed.  There  is  agreement  diat  we  need  to  collectively 
stimulate  consensus  on  the  goals  and  approaches  to  diis  task  and  institutionalize  a  new 
partnership  in  the  region.  This  tmaework,  when  complete,  will  be  entirely  a  product  of  the 
c^Mtbilities  and  input  of  national  and  regional  African  leaden  and  organizations,  donors  and 
all  in  the  development  community.  Hope  for  the  future  lies  in  its  creation  and 
implementation. 


227 


The  central  goal  of  this  framework  is  for  the  people  of  the  Greater  Horn  region  to 
achieve  lasting  food  security.   To  achieve  this  goal  there  needs  to  be  an  institutionalized 
process  of  joint  problem-solving  to  attack  root  causes  of  food  insecurity. 

The  following  suggested  objectives  outline  a  program  of  action  for  where  this  effort 

might  begin: 

•  strengthen  support  for  effective  regional  and  national  food  security  strategies; 

•  increase  the  capacity  in  the  region  for  crisis  prevention,  response  and  conflict 
resolution; 

•  improve  regional  collaboration  in  promoting  sustainable  economic  growth  and 
reducing  population  growth  rates;  and, 

•  implement  regional  and  national  strategies  to  ensure  the  transition  from  crises  to 
broad-based  sustainable  growth. 


The  Next  Steps 

The  process  suggested  in  this  paper  can  be  implemented  if  donors,  country  leaders, 
and  non-governmental  organizations  approach  the  problems  in  a  more  int^rated  fashion. 
From  mid-November  to  mid-December,  we  suggest  that  bilateral  discussions  for  re- 
commitment to  the  Greater  Horn  of  Africa  take  place  in  donor  headquarters  and  African  field 
offices.   Simultaneous  with  donor  discussions,  joint  donor  meetings  with  African 
governments  will  be  conducted. 

We  propose  six  stq>s  to  initiate  a  discussion  on  a  recommitment  to  the  Greater  Horn 
region:   First,  regional  institutions  could  be  strengthened  to  perform  stronger  coordination 
roles  for  regional  food  security.   We  propose  IGADD  as  an  important  regional  institution. 
Second,  options  for  a  donors  forum  could  be  explored.  Third,  regional  and  national  early 
warning  systems  could  be  expanded  to  cover  the  region,  and  to  include  political,  security  and 
social  factors.    Fourth,  an  international  team  might  be  asked  to  detail  the  principles  that 
could  guide  the  "relief-to-<]evelopment  continuum*  approach.   Fifth,  joint  analysis  by  donors 
and  Africans  could  be  undertaken  to  analyze  strat^es  and  priorities  for  agricultural  and 
economic  growth.   And,  sixth,  joint  donor/recipient  portfolio  reviews  could  be  conducted  to 
ensure  that  efforts  omtribute  to  a  food  security  objective  and  ttat  gaps  in  assistance  are 
identified. 

Open  discussion,  comments  and  alternatives,  and  ultimately  decisions  on  the  proposed 
concepts  and  framework  are  seriously  solicited.   The  magnitude  of  human  suffering  and  the 
hope  for  a  better  future  demand  urgent  attention  by  the  international  community. 
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I.   Introduction 


International  donor  responses  to  the  Greater  Horn  of  Africa  region,  in  many  respects, 
reflect  the  region's  turmoil.  Throughout  the  world,  as  in  the  Greater  Horn,  the  donor 
community  is  spending  more  on  emergency  relief  and  peacekeeping  operations  than  on 
conflict  prevention.   The  international  community  is  spending  more  each  year  to  dress  the 
wounds  of  disaster  and  civil  conflict  while  qiending  less  on  the  development  programs  that 
might  prevent  them.   This  fact  is  nowhere  more  evident  than  in  Somalia,  where  the  U.S. 
contribution  to  the  relief  effort  from  the  onset  of  Operation  Restore  Hope  forward  cost  five 
times  more  than  did  its  total  devd<^ment  expenditures  in  Somalia  for  the  30  previous  years. 

The  question  is  whether  or  not  the  aid  dollars  provided  by  the  international 
community  are  being  well-invested.   Food  aid  alone  cost  donors  more  than  $4  billion 
between  198S  and  1992.   Many  believe  that  too  much  foreign  assistance  is  being  provided  to 
address  the  symptoms  of  crisis  in  the  regi(xi,  while  too  little  is  being  allocated  to  address  the 
problems  that  cause  them.  The  time  has  come  for  the  international  donor  community  to 
address  the  broader  causes  of  disaster  by  placing  a  strategic  focus  on  stistainable  development 
while  responding  to  the  existing  and  impending  crises  in  the  r^on. 

The  rationale  behind  this  recommitment  is  clear  The  international  community  -  of 
which  the  governments  and  people  of  the  Greater  Horn  are  members  -  can  no  longer  afford 
to  commit  massive  resources  to  the  r^on  that  have  little  develc^ment  payoff. 

The  proposed  goal  of  this  renewed  effort  is  to  achieve  food  security  in  the  Horn. 
Food  insecurity  is  both  a  cause  and  effect  of  crisis  in  the  r<^on  and  is,  therefore, 
inextricably  bound  to  crisis  prevention.   Drought  and  civil  strife,  two  important  sources  of 
food  insecurity,  appear  to  be  increasing  in  this  region  (Figure  1  (p.2)).  Crisis  prevention  - 
averting  the  horrors  of  another  Somalia  or  Rwanda  —  is  an  important  objective. 
Collaboration  on  achieving  food  security  is  the  wedge  that  breaks  the  'cycle  of  despair.' 
Everyone  living  in  the  Greater  Horn  of  Africa  region,  and  everyone  who  is  conunitted  to  its 
development,  has  a  stake  in  achieving  sustainable  food  security  in  the  region.   New  ways  of 
thinking,  new  ways  of  acting  and  new  institutions  should  be  adopted  and  supported  by  all 
partners  in  the  region. 

Humanitarian,  pditical  and  devel<q)ment  interests  cooverge  on  this  problem.  Food 
insecurity  reduces  peoples'  quality  of  life  and  fosters  die  social,  political,  environmental  and 
economic  instability  associated  with  recurring  crises. 
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Figure  1 


Drought  and  Civil  Strife 
in  the  Greater  Horn 
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Source:  U.S.  State  Department.  1994;  Workj  Bank.  1994. 
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n.   Donors  in  the  Greater  Horn:  The  Historical  Context  and  New  Realities 

During  the  Cold  War  period,  outside  powers  were  extensively  involved  in  the  internal 
affairs  of  African  states.   Both  the  United  States  and  the  USSR  commonly  exercised 
disproportionate  influence  over  African  domestic  political  and  economic  policy  as  well  as 
foreign  relations.   One  of  the  many  negative  consequences  of  this  external  involvement  was 
that  it  fostered  the  notion  among  African  leaders  that  solutions  to  political  and  economic 
problems  were  to  be  found  externally  and  not  locally.  By  and  large,  nati(Mud  governments 
followed  either  socialist  or  capitalist  models  of  devdopment,  thus  reinforcing  the  belief  that 
there  existed  a  development  model  or  formula  that  could  be  imported  from  outside. 

One  of  the  most  influential  trends  of  the  Cold  War  was  the  superpower  support  for 
centralized  and  authoritarian  regimes  that  were  highly  militarized  and  whose  activities  fueled 
the  burgeoning  arms  trade  on  the  continoiL  Kfilitary  expenditures  oatpaced  social  spending 
in  many  of  the  countries  of  the  Greater  Horn.   Production  was  not  geared  to  meet  basic 
needs,  but  to  sustain  governments  and  to  pursue  wars.  Inevitably,  as  conflict  escalated  in 
much  of  the  region,  food  security  decreased. 

Another  consequence  of  this  period  of  misplaced  priorities  was  a  relentless  economic 
decline.   The  confluence  of  armed  conflict,  failed  policies,  poor  leadership  and  the  increasing 
disenfranchisement  of  the  citizenry  undermined  economic  and  social  conditions  in  most  of  the 
region.  This  led  to  the  collapse  of  market  systems;  the  deterioration  of  tax  and  other 
revenue-collection  systems;  corruption  and  patronage;  substantial  military  and  other  dd)t; 
increased  food  aid  and  Official  Development  Assistance  (ODA)  dq)endeQcy;  population 
growth  in  excess  of  economic  growth;  massive  p<q>ulation  di^lacement  and,  thus,  shifting 
trade  and  labor  patterns;  an  increase  in  black  mari^  trade  both  internally  and  across  borders; 
a  severe  reduction  in  the  village-level  and  housdiold  asset  base;  an  increase  in  the  number  of 
female-headed  households;  a  decline  in  the  delivery  of  social  services;  growing  risk-aversion 
on  the  part  of  subsistence  producers;  the  continuatitMi  of  inequitable  land  tenure  systems; 
and,  significantly,  a  sharp  rise  in  the  percentage  of  national  populations  considered 
vulnerable  to  external  shocks. 

As  strategic  interests  in  die  Greater  Horn  region  have  declined,  donor  resolve  to  assist 
countries  of  the  Greater  Horn  is  being  tested  by  die  immense  costs  of  recurrent  crises, 
especially  complex  ones  of  a  man  made  nature  (Figures  2. and  3,  p.5).  U.S.  expenditures  in 
Somalia  alone  from  the  start  of  Operadon  Restore  Hope  in  December  1992  to  die  present 
have  been  about  $1.6  billion.  This  is  equivalent  to  two  years  of  U.S.  develq)ment  assistance 
to  all  of  sub-Saharan  Africa.  The  European  Union  incrosed  by  five  times  its  external 
humanitarian  expenditure  between  1990  and  1993,  and  many  odier  foreign  assistance 
agencies  are  experiencing  similar  trends. 

The  post-Cold  War  poiod  has  seen  a  shift  in  die  basis  of  relationships  between 
donors  and  recipient  countries  and  a  leveling-off  of  development  assistance  flows.   Official 
Development  Assistance  to  the  Greater  Horn  in  current  dollars  net  of  food  aid  and 
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emergency  assistance  rose  from  $25  per  capita  in  1985  to  $36  per  capita  in  1990  and  then 
dropped  to  $27  per  capita  in  1992.   While  donors  remain  committed  to  provide  relief  for 
major  humanitarian  and  development  needs,  demonstrable  progress  toward  sustainable 
development  should  be  paramount  in  consideration  of  future  flows. 

For  many  of  the  reasons  described  above,  government  development  policies  have  not 
been  implemented,  and  investments  have  not  resulted  in  significantly  increased  capacity  of  ' 
national  governments  in  the  region  to  address  the  social  and  economie  needs  of  their 
populations.   Similarly,  relief  assistance,  while  undoubtedly  saving  lives,  has  fostered  a 
dependency  mentality  among  many  recipients  and  has  not  contributed  to  addressing  causes  of 
recurring  crises.    In  contrast  to  the  Cold  War  era,  donors  increasingly  recognize  the  limits  on 
their  ability  to  effect  change  without  constrxictive  leadership  in  recipient  countries. 
Experience  in  Somalia  over  the  last  two  years  has  further  driven  home  lessons  about  the 
limits  of  successfiil  donor  intervention. 

Though  in  its  early  stages,  both  donors  and  leaders  in  the  r^on  have  embarked  on  a 
new  and  different  approach,  marked  by  greater  power  and  authority  being  vested  in 
Africans.   Donors  and  r^onal  leaders  are  stnicturing  better  partnerships.   Development  is 
characterized  by  e^orts  to  ensure  popular  participation  and  tlw  involvement  of  indigenous 
organizations.   Host  govenunents  are  expected  to  take  the  lead  in  development  and  economic 
reform  programs  in  a  new  effort  to  achieve  sustainability. 

In  recent  years,  the  emphasis  has  begun  to  shift  to  the  identification  and 
implementation  of  local  solutions  and  to  more  practical  mechanisms  for  regional  cooperation. 
In  1992,  the  leaders  of  five  states  in  the  region  met  in  Addis  Ababa  to  draft  a  r^ooal 
framework  on  humanitarian  principles.  The  Inter-Governmental  Authority  on  Drought  and 
Development  (IGADD)  in  1993  became  the  umbrella  for  a  regionally  supported  peace 
process  in  Sudan. 

While  constructive  leadership  in  the  region  is  necessary  f(»'  improving  returns  on 
development  investments,  donors  also  must  meet  the  challenge  of  applying  foreign  assistance 
resources  differently.   Political  and  social  factors  need  to  be  better  incorporated  in  planning. 
The  "relief-to-development  continuum'  concqx  is  a  good  example  of  this  new  appmach  to 
assistance.   Relief  should  address  a  wider  set  of  issues  to  inevent  humanitarian  crises  and 
reinforce  investments  aimed  at  sustainable  develq>ment  Similarly,  development  aid  should 
facilitate  emergency  prevention  and  reqxMise  but  focus  on  ameliorating  the  root  causes  of 
food  insecurity  and  instability.  All  resources  should  be  integrated  to  achieve  the  greatest 
impact  with  the  least  diq>licatioa. 

A  recommitment  is  needed  to  address  the  combined  problems  of  the  region  and  the 
international  community.  At  the  r^onal  level,  this  m»ns  tackling  the  challenge  of 
achieving  food  security  with  the  ultimate  objective  of  reducing  economic  and  political 
vulnerability;  at  the  international  level,  it  means  developing  int^rated  approaches  that  are 
driven  from  the  ground  up. 
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Figure  2 


USAID  Development  Aid  vs  Emergency  Expenditures 
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m.   The  Magnitude  and  Causes  of  Food  Insecurity  and  Prospects  for  Change 

This  section  describes  the  food  insecurity  problem  in  the  Greater  Horn  of  Africa, 
examines  the  most  important  causes  of  food  insecurity  and  lays  the  foundation  for  developing 
a  framework  for  action.   This  preliminary  problem  identification  section  will  need  to  be 
jointly  refined  by  those  who  commit  to  this  effort. 

A.   The  Magnitude  of  Food  Insecurity 

Although  there  is  considerable  variation  across  countries  in  this  region,  the  regional 
statistics  and  trends  presented  below  paint  a  stark  portrait  of  food  insecurity. 

•         In  the  late  1980s,  an  estimated  71  million  people,  or  46  percent  of  the  region's 

population,  were  chronically  food  insecure.   This  percentage  is  higher  than  that  for 
sub-Saharan  Africa  as  a  whole  and  has  continued  to  increase  in  the  past  five  years 
(Figure  4,  p.  13). 
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In  August  1994,  approximately  22  million  people  in  the  region  were  in  need  of 
external  food  aid  assistance.    Nearly  1 1  million  of  these  were  refugees  and  internally 
displaced  people,  most  of  whom  fled  their  homes  as  a  consequence  of  civil  strife. 
Another  1 1  million  are  severely  drought-  affc^cted.   Most  refugees  and  internally 
displaced  people  do  not  have  the  resources  for  sustained  access  to  food  supplies.  The 
7.3  million  internally  displaced  were  concentrated  in  five  countries:   Sudan,  Burundi, 
Kenya,  Rwanda  and  Somalia.   Every  country  in  the  r^on  excq>t  Eritrea  hosts  some 
of  the  3.8  millon  refugees. 

Per  capita  food  production  declined  in  the  r^on  by  more  than  16  percent  over  the 
1980  to  1993  period  (Figure  5,  p.  13). 

As  domestic  food  production  per  capita  has  declined,  food  import  bills  have  placed 
increasing  strains  on  trade  balances  and  donor  food  aid  assistance  has  increased 
substantially.  The  value  of  food  imports  as  a  percentage  of  export  earnings  has  risen 
from  a  low  of  about  27  percent  in  1980  to  more  than  35  percent  in  the  early  1990s. 
The  capacity  of  tnost  countries  in  the  region  to  significantly  increase  commercial 
imports  is  limited  by  low  export  earnings. 

Regional  per  capita  calorie  availability  (1,950  Kcal  per  capita  per  day)  is  less  than  the 
intematiooal  minimum  standard  for  survival  of  2,I()0  calories  and  much  less  than  the 
standard  for  an  adequate  diet  of  2,400  calories  (Hgure  6,  p.  13).  These  current 
levels,  stagnant  for  the  last  10  years,  are  even  below  those  attained  in  the  region  in 
the  1960s. 
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•  The  Greater  Horn  region  is  one  of  the  poorest  in  the  world.     Gross  National  Product 
per  capita  is  USS167,  and  growth  rates,  which  were  negative  throughout  most  of  the 
1980s,  averaged  -2  percent  in  the  early  1990s.   Poverty  analyses  done  by  the  World 
Bank  suggest  that  slewed  income  distribution  in  some  countries  (Kenya,  Tanzania) 
makes  food  access  a  struggle  for  many  even  when  food  is  nationally  available. 

•  Poor  nutritional  and  health  status  indicators  are  another  dimension  of  high  food 
insecurity.   The  regional  infant  mortality  rate  is  107  deaths  per  1,000  with 
malnutrition  underlying  more  than  one-third  of  infiauit  and  child  deaths.   The 
prevalence  of  wasting  (low  weight  to  height  measurement)  of  children  under  2  years 
was  between  30  percent  and  45  percent  in  1990  for  the  six  countries  for  which  data 
were  available.   Malnutrition  also  may  be  iiiq>licated  in  up  to  80  percent  of  maternal 
deaths.   Country-specific  data  are  shown  in  Table  1  (p.  14). 

The  magnitude  of  food  insecurity  in  the  Greater  Horn  of  Afiica  remains  a  compelling 
human  crisis. 


B.   The  Root  Causes  of  Food  Insecurity 

At  the  root  of  this  alarming  description  of  food  insecurity  is  an  unstable  social  and 
political  environment  that  has  precluded  sustainable  economic  growth.   A  number  of  factors 
have  converged  to  create  this  instability:  Poot  economic  policies  have  inhibited  the 
development  of  agriculture  based  on  conqarative  advantage  and  intensification  of  agriculture, 
retarding  economic  growth;  growing  population  pressures  have  combined  with  a  lack  of 
investment  in  human  resource  development,  fiatfaer  stressing  the  natural  resource  base;  civil 
strife  and  a  scarcity  of  democratic  institutions  have  undermined  sustainable  growth  strat^es; 
and  the  natural  resource  base  of  ibc  TCffXM  is  highly  uneven,  and  several  countries  have 
limited  areas  of  high  agricultural  production  potentials.  Linked  to  weak  national  institutions 
are  weak  regional  institutions  precluding  effective  action  on  diese  underiying  causes.  These 
causes  and  their  relative  importance  should  be  jointly  analyzed  with  African  organizations  to 
help  guide  integrated  effoits  to  overcome  food  insecurity. 

1.   Natural  Resource  Constraints 

The  limitations  of  the  natural  environment  in  the  Greater  Horn  place  certain 
constraints  on  improving  food  security.  The  chances  of  drou^t  occurring  in  parts  of  the 
Greater  Horn  have  increased  from  a  probability  of  one  in  every  six  years  to  one  in  three 
years  for  those  areas  affected.  Over  the  last  decade  tiiere  are  two  apparent  changes  in  long- 
term  weather  patterns.  Hrst,  diere  is  a  mean  decrease  in  aimual  rainfall  in  the  Sahelian  Zone 
of  Sudan;  and  second,  interannual  variability  of  rainfdl  has  been  increasing  in  the  crescent 
from  Kenya  to  Sudan,  including  parts  of  Ethiopia  and  Tanzania. 
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Rqjeated  cxxurrences  of  drought  and  high  variability  in  precipitation  have  reduced  the 
ability  of  many  smallholdcn  to  maintain  their  assets  or  to  respond  when  conditions  are  good. 
Other  natural  disasters  such  as  pest  infestations  and  periodic  flooding  destroy  area-specific 
production  levels.    Analysis  of  these  facton  argues  for  an  more  effective  weather  and  pest 
early  warning  system  in  the  region. 

Increases  in  agricultural  production  in  the  past  in  many  of  the  Greater  Horn  countries 
resulted  from  expansion  onto  new  lands;  notable  exertions  include  parts  of  Kenya,  Rwanda 
and  Uganda,  \/here  land  scarcity  has  led  to  intensified  use  of  existing  land.   The  movement 
onto  new  lands,  without  improvement  of  management  techniques,  has  caused  environmental 
deterioration.    In  several  countries,  there  is  little  additional  land  to  be  brought  into 
production  —  but  there  exists  potential  for  agricultural  intensification.   However,  in  many 
areas  few  incentives  exist  to  intensify.   Roads  are  inadequate,  and  market  distortions  are 
common  due  to  poor  policies,  including  pricing,  land  rights,  and,  in  some  areas,  poorly 
targeted  food  aid  programs.    Arable  land  in  Ethic^ia  exists,  but  required  investments  in 
infrastructure  and  malaria  eradication  would  be  costly.   Unexploited  water  resources  exist, 
but  the  potential  has  not  been  fully  explored  and  can  be  costly.   The  current  accounting 
shows  that  our  knowledge  of  the  region's  natural  resource  endowment  is  less  than  adequate. 

Lack  of  agricultural  intensification  and  low  agricultural  productivity  mean  that  many 
of  those  in  rural  areas  remain  subsistence  producers,  and,  therefore,  the  large  quantity  of 
food  at  low  prices  which  is  essential  for  economic  growth  in  urban  areas  is  not  available. 
Productivity  increases  and  growth  linkages  both  in  rural  areas  and  between  urban  and  rural 
areas  are  a  prerequisite  to  increased  incomes  and  sustained  access  to  basic  foodstuffs.   Other 
food  sources  that  have  been  neglected  and  could  provide  these  linkages  include  livestock  and 
aquatic  resources.    Aquaculture  could  be  enhanced,  and  the  rational  use  of  marine  resources 
could  be  promoted  (six  of  the  10  countries  have  access  to  marine  resources).   Livestock  are 
also  extremely  important  throughout  the  region,  but  continued  difficulties  in  policies  such  as 
disease  control,  grazing  rights  and  supply  of  important  inputs  inhibit  production  increases.   A 
component  of  a  successful  regional  food  security  strategy  needs  to  focus  on  regional  research 
and  diversification  in  resource  management,  and  growth  linkages  throughout  these 
economies. 

2.  Poor  Economic  Policy  Environment 

Agricultural  intensification  and  the  development  of  product  markets  and  processing 
industries  have  not  occurred  partly  because  of  a  poor  policy  framework  that  has  led  to 
inadequate  research,  a  lack  of  appitqiriate  technologies  and  weak  dissemination  of  existing 
technologies.   Many  policies  persist  that  neglect  the  critical  role  of  women  in  agriculture  and 
restrict  their  full  involvement  in  that  and  other  sectors. 

Economic  and  agricultural  policies  that  distort  prices  of  agricultural  inputs  and 
outputs  adversely  affect  investment  in  agricultural  production,  marketing  and  storage,  and 
incomes  earned  from  these  activities.  While  structural  adjustment  programs  have  improved 
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some  critical  pricing  and  other  administrative  control  issues,  difficult  policy  problems 
remain,  especially  privatization,  land  tenure,  access  to  critical  inputs,  and  international  and 
domestic  trade.    Policy  reform  is  a  high  priority  because  it  is  a  necessary,  though  not 
sufficient,  condition  for  growth. 

Weak  market  integration  due  to  both  poor  infrastructure  and  domestic  and 
international  trade  restrictions  affect  the  ability  of  food  surplus  countries  and  regions  to 
export  to  food  deficit  countries  and  regions.   Public  infrastructure,  an  important  condition  for 
both  food  availability  and  access,  remains  limited  in  all  countries.   For  example,  road 
systems  do  not  reach  the  majority  of  the  population  in  Ethiopia  and  are  a  woefully  inadequate 
support  to  an  active  and  extensive  agricultural  trade  in  Tanzania.   The  eight  major  railroad 
systems  in  the  region  are  in  various  stages  of  disrepair.   Cross-border  trade  restrictions  as 
well  as  restrictions  on  internal  movement  of  foodstuffs  has  prohibited  the  private  sector  from 
responding  to  shortages  when  and  where  they  exist  Some  progress  has  been  made  in  lifting 
these  restrictions,  but  additional  policy  analysis  and  reforms  are  needed. 

Liberalization  of  marketing  systems  has  encouraged  the  growth  of  small  trading  firms 
and  entrepreneurs  in  several  countries,  but  viable  commercial  enterprises  throughout  the  food 
system  (storage,  assembly,  processing  and  marketing)  are  lacking.  The  lack  of  development 
of  efficient  services  is  to  some  extent  linked  to  the  inadequacy  of  roads  and  the  availability 
and  cost  of  trucking.  In  many  areas  private  traders  are  not  able  to  respond  to  the  liberalized 
markets  because  of  lack  of  access  to  working  capit2d.  In  addition  to  policy  constraints,  firms 
in  this  area  need  technology,  financing  and  management  support  to  increase  food  availability 
at  low  cost. 

3.   Rapid  Population  Growth  and  a  Poor  Human  Resource  Base 

Population  growth  rates  in  the  region  were  very  low  before  1950.  In  the  four  decades 
from  19S4  to  1994,  population  tripled,  growing  from  about  61  million  to  approximately  186 
million.  The  current  regional  population  growth  rate  is  2.9  percent  A  partial  explanation 
for  food  insecurity  is  that  the  greatly  increased  population  of  the  Greater  Horn  may  have 
approached  or  exceeded  the  carrying  oqncity  of  tiie  fragile  environment  in  some  areas. 
With  reduced  fallow,  barely  arable  land  being  cultivaled  and  inoeased  grazing  pressures  to 
feed  livestock,  increasing  soil  erosioo  and  deftxestatioa  are  reducing  productivity.  High 
population  growth  must  be  dealt  with  immodiatdy,  even  tliough  die  inq»ct  of  policies 
implemented  now  will  only  occur  over  die  kxig-tenn. 

Populatioo  growth  rates  remain  high  because  of  poverty  and  accompanying  problems 
of  poor  child  survival  rates.   Limited  access  to  or  the  absence  of  basic  services  such  as 
health  facilities  and  education  has  meant  low  cootiacqNive  {xevalence  rates,  poor  bodily 
absorption  of  available  food  nutrients  because  of  diseue  and  high  in£uit  mortality.  Illiteracy 
rates  in  the  region,  especially  high  for  women,  exceed  the  average  for  sub-Saharan  Africa  as 
a  whole  and  correlate  closely  with  fertility  and  high  infant  mortality  rates.   Another  urgent 
problem  diat  transcends  borden  is  die  spread  of  HIV/AIDS  diroughout  diese  countries. 
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These  poor  levels  of  health  undennine  increases  in  labor  productivity  and  represent  a 
considerable  barrier  to  increases  in  growth.    Improvements  in  health  services  and  education, 
especially  those  targeted  to  women,  will  contribute  to  reducing  population  growth  rates  and 
average  family  size  over  time.   A  healthy  and  educated  population  will,  in  turn,  contribute  to 
productivity  increases  and  economic  growth. 

4.    Civil  Strife  and  Absence  of  Good  Governance 

For  the  last  25  years,  armed  conflict  has  been  endemic  to  the  region;  since  1980,  the 
number  of  Greater  Horn  countries  suffering  the  consequences  of  civil  strife  at  any  one  time 
has  increased  from  three  to  five  or  six  per  year.   Both  military  confrontation  and  attendant 
political  instability  have  undermined  food  seoirity  in  the  region  in  direct  and  indirect  ways. 
Agricultural  production  has  been  disrupted  by  actual  conflict,  by  war-induced  mass 
migrations  and  by  an  emphasis  on  defense  over  and  above  agriailtural  and  social  sector 
spending.   Each  of  the  greatest  food  crises  of  recent  years  —  Ethiopia  in  1984-85,  Somalia  in 
1992,  Sudan  since  1987  and  Rwanda  in  1994  -  has  been  generated  by  conflict. 

Insecurity  in  the  Greater  Horn  r^on  ranges  from  full-scale  warfare  to  cross-border 
clashes.    In  all  cases,  the  militarization  of  the  region  during  the  Cold  War  era  has  contributed 
to  the  scale  of  conflict  as  well  as  to  the  tendency  to  resolve  disputes  by  force.  Governance  in 
the  Greater  Horn  region  has  for  decades  been  characterized  by  autocratic  rule  and  by 
extensive  centralization  required  to  maintain  state  power.  This  has,  in  turn,  resulted  in  the 
growing  political  and  economic  disenfranchisement  of  the  m^ority  and  in  the  retardation  of 
the  growth  of  democratic  institutions  in  government  or  civil  society.   Armed  conflict  has 
evolved  as  the  most  readily  available  course  of  political  interaction. 

The  structures  of  governance  in  the  regicm  have  not  only  arrested  popular 
participation  in  political  decision-making  and  ^wned  armed  conflict;  they  also  have  directly 
affected  development.  Weak,  unstable  or  highly  centralized  governance  structiues  have 
proven  inadequate  to  the  task  of  reqxntding  to  food  crises,  even  in  cases  where  eariy 
warning  indicaton  might  have  allowed  for  famine  mitigation  or  preventicm.  The 
militarization  and  centralization  of  governance  also  has  meant  that  the  social  secton, 
including,  for  example,  education,  have  received  low  priority.  Illiteracy  rates  for  the  r^on 
are  among  the  highest  in  Africa.  Total  illiteracy  is  above  30  percent  for  all  countries  but 
two,  and  in  three  countries,  illiteracy  rates  for  women  exceed  85  percent   A  healthy,  well- 
trained  labor  force  is  a  prerequisite  for  increased  economic  production;  and  at  die  same  time, 
education  is  both  a  means  and  an  end  to  a  responsible  citizenry. 

There  are  cases  for  both  q>timism  and  pessimism  in  die  potential  for  resoluticm  of 
these  crises  in  the  region.  In  some  parts  of  the  Greyer  Horn  the  tide  has  turned.  The  30- 
year  war  between  Ethio{ria  and  Eritrea  has  been  resolved.   Uganda  has  emerged  from  a  past 
of  terror  and  armed  coniflict  However,  the  Greater  Horn  region  has  seen  -  in  Somalia  and 
Rwanda  -  the  emergence  of  "failed  sutes*. 
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5.    Weak  Regional  Institutions  and  Donor  Coordination 

The  absence  of  stable  and  legitimate  national  governance  structures  and  the 
continuation  of  cross-border  conflict  have  precluded  strong  regional  organizations  to  deal 
with  complex  regional  problems  such  as  refugees,  trade,  arms  flows,  natural  disasters,  etc. 
Regional  analysis  and  action  are  needed  in  these  areas,  and  forums  could  be  supported  in 
which  comparative  experiences  can  be  shared  to  increase  options.   One  regional  institution, 
the  Inter-Govemmental  Authority  on  Drought  and  Development,  exists  but  is  relatively  weak. 
However,  African  leaders  have  indicated  their  support  to  strengthen  IGADD,  and  other 
donors  have  initiated  actions  in  this  direction. 

Donor  involvement  in  the  region  has  often  been  duplicative,  conflicting  or  conducted 
without  local  partic^>ation.   No  mechanism  comparable  to  the  Qub  du  Sahel  exists  that  could 
improve  collaboration  among  donors,  and  integrate  actions  of  donors  and  African 
organizations.   In-country  donor  coordination  is  often  limited  to  the  exchange  of  information 
after  implementation.  Not  only  is  a  regional  coordination  forum  lacking,  but  no  national 
structure  exists  for  joint  problem  identification  and  joint  resolution  with  donon  and  non- 
governmental organizations  (NGOs).  Societies  of  the  r^on  lack  recognition  of  the  benefits 
that  accrue  to  nations  from  regional  coordination.   National  organizations  need  to  move 
beyond  their  preoccupation  with  national-level  solutions  where  efficient  and  effective  regional 
s^roaches  can  be  formed. 

C.   Prospects  for  Growth  in  Food  Production 

The  Gmiei  Horn  region  is  beset  by  some  of  dw  most  intractable  problems  on  the 
African  continent.  The  difficulty  of  quickly  turning  around  this  bleak  picture  of  food 
security  for  the  region  as  a  whole  can  be  seen  in  projections  of  growth  rates  of  critical 
parameters  (food  producticm  and  population)  over  the  next  IS  years.  The  World  Bank  and 
other  research  bodies  have  portrayed  the  necessary  and  sufficient  conditions  for  progress 
toward  attaining  food  security  as  increases  of  4  percent  GDP  and  4  percent  agricultural 
production  growth  or  more,  along  with  a  reduction  in  population  growth  rates.   Applying 
these  conditions  in  the  Greater  Horn,  prpjectioos  from  1995  to  2010  range  from  a  sinall,  but 
significant  increase  in  the  food  deficit  to  a  doubling  of  the  current  deficit.  Using  the  most 
optimistic  assumptions  about  food  and  population  growth  rates,  while  ksqnng  consumption 
constant  (1,950  calories  per  o^ta),  a  small  surplus  in  the  regional  food  balance  sheet 
results.    Assuming  no  change  in  the  current  population  growth  rate  of  2.9  percent,  or  the 
current  food  production  growth  rate  of  2. 1  percent,  the  r^onal  food  deficit  will  double  in 
15  years. 

This  analysis  is  only  illustrative,  and  the  focus  on  growth  in  food  production  does  not 
imply  that  countries  in  the  Greater  Horn  region  should  be  food  self-sufficient.  Economic 
growth  options  in  other  areas  that  would  provide  capacity  for  countries  to  import  also  need  to 
be  analyzed.   Annual  food  production  growth  rates  of  4  percent  in  the  next  decade  are, 
however,  difficult  to  conceive,  given  past  performance.   Yet,  there  is  cause  for  q>timism  as 
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such  rates  are,  in  fact,  possible,  according  to  recent  analyses.    Until  1990,  the  region 
experienced  increases  in  food  production  of  over  4  percent  every  third  or  fourth  year. 
Precipitous  declines  in  Somalia  because  of  conflict  have  contributed  to  the  negative  trends; 
similarly,  productions  levels  have  dropped  in  Rwanda  and  Burundi,  but  both  countries 
experienced  consistently  positive  national  food  balances  until  the  late  1980s. 

There  are  two  important  issues  that  a  regional  analysis  masks.   First,  even  in 
countries  with  national  surpluses  such  as  Tanzania  and  Uganda,  nutritional  indicators  reveal 
considerable  food  insecurity  for  a  large  proportion  of  the  population.   Country-level  statistics 
in  Table  1  show  unaccqMably  high  infant  mortality  rates  in  these  countries.   Issues  of  access 
to  food  and  other  important  basic  needs  within  countries  also  must  be  addressed. 

Second,  dividing  the  region  into  a  Northern  and  Southern  tier  reveals  the  production 
diversity  of  the  region,  which  also  indicates  that  then  may  be  a  partial  solution  to  food 
problems  through  an  eqnnsion  of  regional  food  and  livestock  trade.    Whereas  countries  in 
the  Northern  tier  (DjibCHiti,  Eritrea,  Ethiopia,  Sudan  and  Somalia)  tend  to  have  structural 
food  deficits,  the  Southern  tier  countries  (Bunmdi,  Kenya,  Rwanda,  Tanzania  and  Uganda) 
were  as  a  group  experiencing  food  surpluses  until  the  end  of  the  1980s  (either  through 
domestic  production  or  through  the  capacity  to  import).  Although  without  concessional  food 
neither  Eritrea  nor  Ethiopia  would  make  it  duough  a  'normal"  year  without  a  food  crisis 
(Ethiopia  has  an  annual  structural  food  deficit  usually  in  excess  of  1  million  metric  tons), 
Sudan  experiences  considerable  surpluses  of  sorghum  every  diree  years.  These  surpluses  are 
frequently  difficult  to  export.  Absent  political  oxiflict,  this  production  potential  could  be 
increased  to  three  out  of  every  five  years.  Several  Southern  tier  countries  experienced  food 
surpluses  until  the  end  of  the  1980s.   Kenya  was  a  food  surplus  country  until  1988  but  may 
be  facing  a  continuing  structural  food  deficit  requiring  significant  conunercial  imports.   In 
fact,  Kenya  is  currently  importing  cereals  from  Uganda,  as  well  as  from  outside  the  region. 

Although  the  pressure  on  food  availability  for  the  region  as  a  whole  is  growing,  the 
individual  country  analyses  indicate  that  there  is  still  coosider^le  scope  within  the  r^on  for 
increases  in  productivity  and  diat  regional  trade  can  be  a  contributing  factor  in  stimulating 
this  production.  In  the  sfant  term,  the  Greater  Horn  region  will  require  considerable 
assistance  to  raise  consumptioa  levels,  but  policies  that  promote  sustained  growth  in 
agriculture  through  intensificatioa  and  which  enqriiasize  comparative  advantages  can 
contribute  to  increasing  itgiooal  and  national  food  security. 

The  preliminary  deacription  of  the  food  security  problems  and  the  analysis  of  the 
magnitude  and  root  causes  of  this  insecurity  suggest  the  fdlowing  as  a  possible  framework 
for  addressing  this  humanitarian  crisis.  It  is  a  broad  firamewoilc  that  starts  with  food  security 
as  the  opening  wedge  to  intenatioaal  and  regional  cooperation  to  break  the  cycle  of  despair 
in  the  Greater  Horn  of  Africa  regioa. 
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Figure  4 


Food  Insecure  Population 

l^mrt  by  Ra^on 


Saouoe:  World  Bank  Food 
Security  Unit,  1992 


Figure  5 

Food  Production  Index 

Greater  Horn 


Source:  FAOAgrostat.  1994 


Figure  6 

Food  Security  Gap 
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Table  1:   Bask  Indicators  for  Countries  in  the  Greater  Horn 


Country 

GNPPcr 
Capita 
(US$) 

Infant 

Mortality 

Rate(IMR) 

(1992) 

Prevalence 

of  Wasting 

Children 

Under  2 

(1990s) 

Fertility 
Rale 
(1992) 

* 

Adult 
Illiteracy 

Burundi 

210 

106 

43.5 

6.8 

50 

Djibouti 

- 

115 

- 

- 

- 

Ethiopia 

110 

122 

45 

7.5 

75 

Eritrea 

- 

- 

- 

- 

- 

Kenya 

310 

66 

31.6 

5.4 

31 

Rwanda 

250 

117 

38.4 

6.2 

50 

Somalia 

— 

132 

- 

6.8 

76 

Sudan 

- 

99 

- 

6.1 

73 

Tanzania 

no 

92 

36.7 

6.3 

35 

Uganda 

170 

122 

31.8 

7.1 

52 

Greater 
j  Horn 

167 

107 

- 

- 

57 

1  Sub-Saharan 
j  Africa 

530 

99 

- 

6.1 

50 
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rv.   A  Proposed  Framework 

This  proposed  approach  will  be  discussed  and  modified  with  other  organizations  of 
the  U.S.  Government,  other  donors,  national  and  regional  African  leaders,  and  private  and 
other  non-governmental  organizations  before  adoption. 

In  essence,  what  is  proposed  is  that  the  international  community  recommit  to  (1) 
provide  long-term  help  to  the  Greater  Horn  region  and  (2)  operate  in  "a  more  effective, 
integrated  way.    Institutionalizing  integrated  operations  will  reveal  gaps  in  solutions  to  food 
security  and  crisis  prevention  and  provide  a  credible  base  to  mobilize  the  resources  needed  to 
address  the  root  causes  of  these  problems. 

A.   The  Goal  and  Purpose 

The  goal  of  the  initiative  is  for  the  people  of  the  Greater  Horn  region  to  achieve 
lasting  food  security.   Ensuring  food  security  is  seen  as  the  most  important  way  to  reduce  the 
economic  and  political  vulnerability  of  the  people  of  the  Greater  Horn.   Food  security  is 
meant  in  the  broadest  sense  of  the  concept: 

•  adequate  food  availability  at  the  regional,  national  and  sub-national  levels  with 
sufficient  quantities  of  necessary  types  of  food  consistently  available  to  individuals 
and  households; 

•  sustained  access  (entitlements)  to  food  by  those  currently  vulnerable  to  food 
deficiencies,  particularly  because  of  conflict,  displacement  and  other  crises;  and, 

•  proper  utilization  including  sufficient  micro-nutrient  intake,  adequate  health  services 
and  clean  water  to  ensure  proper  absorption,  and  apprcyriate  knowledge  and  inputs 
for  good  storage,  preparation,  and  use. 

The  purpose  of  this  framework  is  an  institutionalized  process  of  joint  problem-solving 
to  address  root  causes  of  food  insecurity. 


B.   New  Institutions,  New  Ways  of  Thinking  and  New  Ways  of  Acting 

Three  new  institution-building  initiatives  could  be  undertaken  to  ensure  that  the 
purpose  will  be  achieved,  and  that  the  framework  is  further  developed  with  regional  and 
international  participation. 

1)        International  donors  could  support  the  Inter-Govemmental  Authority  on  Drought  and 
Disaster  (IGADD)  enabling  it  to  become  a  viable  regional  coordinator  for  food 
security  strategies,  an  objective  cunenUy  within  its  mandate.   There  is  an 
organizational  vacuum  in  the  r^ion  for  policy  analysis,  coordination  and  monitoring, 
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and  African  leaders  have  indicated  that  IGADD  is  an  appropriate  sub-regional 
institution  to  assume  this  role.    Regional  technical  and  private  associations  also  could 
be  strengthened  to  supplement  government  analysis  and  planning. 

2)  A  new  donor  forum  could  be  formed.   Lessons  from  CILSS  (Intergovernmental 
Committee  Against  Drought  in  the  Sahel)  and  SADC  (Southern  Africa  Development 
Community)  in  the  1980$  and  1990s  show  that  a  donor  forum  is  important  in  a 
process  for  achieving  regional  food  security  and  crisis  preventfon.   True  donor 
coordination  and  integration  in  the  region  would  add  value  to  all  national  and 
international  activities. 

3)  National  Action  Committees  at  the  governmental  level  could  be  established  or  adapted 
to  undertake  joint  donor/recifnent  problem-solving.   This  mechanism  also  could  draw 
in  rq>resentation  fiom  other  organizations  such  as  international  and  local  non- 
governmental organizations  and  the  private  sector. 

New  ways  of  thinking  about  food  insecurity  in  the  r^on  are  required  by  the 
magnitude  of  the  problem  described  above.   All  organizations  involved  in  the  development 
process  in  the  region  need  to  be  part  of  this  new  approach.  The  following  principles  are  a 
starting  point  for  discussions: 

•  Think  crisis  prevention/eariy  warning.  The  root  causes  of  food  security  problems, 
including  political  and  social  factorz,  need  to  be  addressed.    Political  and  social  indicators 
could  be  brought  into  early  warning  systems,  and  better  methods  for  linking  warning  to 
response  in  these  areas  could  be  developed. 

•  Assume  prolonged  or  recurring  instability.  Development  practitioners  usually  assume 
stability  in  planning.  A  M^  oocunenoe  of  shoda  and  the  continuing  presence  of  instability 
are,  however,  the  norm  in  this  region. 

•  Adopt  common  objectives  and  complementary  approaches.  If  all  donors  and  national 
governments  commit  to  the  objective  of  r^onal  fooid  security  and  develq>  complementary 
programs,  a  higher  return  on  investments  will  be  achieved.  This  process  requires  a  review 
of  current  programs  to  identify  oweriaps  and  gaps. 

•  Plan  jointly  with  a  transparent  approach.  Both  donors  and  national  governments 
would  agree  to  programs  al  action  which  provides  guarantees  of  support  oa  both  sides  in 
return  for  a  joint  commitment  to  tacUe  difficult  and  sometimes  risky  development  problems. 

•  Int^rate  political-security  fiKtors  with  relief-development  assistance.  The  proposed 
institutions  can  serve  as  fora  for  exploring  new  approadies  as  and  vdiicles  for  facilitating 
new  and  creative  actions  in  crisis  prevention  and  conflict  resolution.  Awareness  of  the 
linkages  between  instability  and  conflict,  and  relief  and  development,  should  lead  to  the 
promotion  and  elevation  of  sound  humanitarian  principles  (e.g.,  the  1992  R^onal  Summit 
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on  Humanitarian  Issues)  and  acknowledgment  of  the  fundamental  civil,  human  and  political 
rights  of  people.    Deliberate  efforts  to  ensure  that  development  activities  foster  equitable 
access  to  both  resources  and  opportunities  and  support  for  the  basic  principles  of 
democratization  at  the  national  and  grassroots  levels  also  are  suggested.   These  actions  also 
might  include  establishing  and  developing  government  and  civil  democratic  institutions  and 
supporting  efforts  to  decentralize  power  and  authority. 

•  Integrate  all  resources.    Internal  and  external  resources  for  the  r^ion  need  to  be 
better  integrated  toward  the  conunon  objective  of  food  security.   In  addition,  stronger 
coordination  within  donor  country  agencies  that  provide  resources  to  the  region,  e.g. 
ministries  of  development,  agriculture,  foreign  affiairs,  etc.,  will  bring  the  highest  return  on 
those  investments. 

New  ways  of  acting  also  are  essential  to  ensure  a  successful  initiative.  We  offer  the 
following  as  a  start: 

•  Consider  a  wider  set  of  contributing  causes.   Participants  engaged  in  building  a  new 
foundation  should  be  prqjared  to  act  on  a  wider  set  of  contributing  causes  to  the  cycle  of 
despair  in  the  Greater  Horn.   The  causes  of  food  insecurity  are  multiple,  complex  and  often 
regional  in  nature.   Participants  in  joint  problem  identification  may  not  agree  on  the  priority 
of  problems.   Central  to  the  achievement  of  food  security,  however,  is  the  willingness  of  all 
to  consider  failures  and  successes  of  past  efforts  and  to  identify  and  act  simultaneously  on  a 
wider  set  of  contributing  causes.   It  is  increasingly  necessary  to  address  political  instability. 
This  framework  calls  for  action  to  address  political  instability  where  it  significantly  increases 
the  vulnerability  of  people  to  food  insecurity. 

•  Adopt  the  'relief-to-deveI(^ment  continuum'  ai^nxnch.  The  framework  adopted 
should  consider  this  approach  in  which  short-term  emergency  re^xmses  and  loig-term 
development  assistance  would  be  integrated  and  undertaken  simultaneously.  Strategies  would 
be  developed  to  ensure  the  transition  from  crisis  to  broad-based  sustainable  development. 
Three  concepts  characterize  this  continuum: 

Integration.  These  new  ways  of  acting  could  be  characterized  by  the  int^ration  of 
emergency  relief  and  developmeot  programs.   Relief  resources  can  be  used  to  address  both 
immediate  needs  and  longer-term  objectives.   Food  aid  distribution  programs  could  support 
market  develc^ment  and  agricultural  productivity  increases.   Linking  relief  aid  to  longer-term 
objectives  is  iUustiated  through  some  programs  in  southern  Sudan,  which  have  aimed  not  just 
at  meeting  food  needs  but,  inqxniantly,  have  supported  the  rehabilitation  of  local  productive 
capacity,  paiticulariy  in  agriculture  and  livestock,  and  have  devel<^)ed  local  capacity  in  health 
and  sanitation.  On  the  development  side,  programs  would  be  based  on  sound  risk 
assessments  that  identify  vulnoabilities  in  social,  political  and  physical  infrastructure  and 
provide  means  for  preventing  and  mitigating  disasters.  Studies  need  to  be  undertaken  to 
determine  where  investment  in  low-productivity  areas,  pohaps  at  the  cost  of  growth 
dividends,  may  have  high  payoffs  in  social  and  economic  stability,  i.e.,  crisis  prevention. 
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Methods  to  incorporate  the  probability  of  disasters  into  development  strategies  have  begun  to 
be  developed  and  applied  by  major  donors  and  some  national  governments,  which  urgently 
require  policy  implications  from  these  exercises. 

Simultaneous  Action.   An  effective  strategy  also  will  require  simultaneity  in 
implementation.   Practitioners  need  to  deliver  immediate  life-saving  food  along  with  inputs 
allowing  people  to  meet  their  own  food  needs,  but,  simultaneously,  they  need  to  use  the  good 
will  and  leverage  of  relief  and  recovery  actions  to  move  on  short-,  medium-,  and  long-term 
agendas  (such  as  market  reform,  land  reforms  and  stabilizing  population  growth)  to  solve  the 
root  causes  of  food  insecurity. 

Transitions  and  Gaps.  While  countries  receive  relief,  rehabilitation  and  recovery 
activities  necessary  to  fill  gaps  between  crisis  and  sustainable  development  are  often 
neglected.   Examples  of  post-crisis  transitions  indicate  that  diere  is  often  under-investment  in 
activities  such  as  the  denK)bilization  of  ex-combatants,  demining,  rdiabilitation  and 
reconstruction  of  critical  infrastructure,  and  resettlement  of  refugees. 

Operating  principles  on  how  to  apply  diese  new  ways  of  thinking  and  new  ways  of 
acting  would  need  to  be  jointly  developed,  and  relief  and  development  practitioners  would 
need  to  be  trained  to  think  and  act  differently.  Each  donor  would  need  to  examine  these 
principles  within  the  constraints  and  mandates  of  their  institutions.   It  is  increasingly  clear, 
however,  that  a  new  aiqnoach  with  real  change  is  needed  to  address  the  magnitude  of  the 
problem  in  this  regioa. 

The  inter-relatioosbips  of  die  m^or  oompooents  of  the  proposed  frameworic  are 
summarized  and  illustrated  in  Figure  7  (p.22).  Food  security  is  the  common  goal  on  which 
all  parties  would  focus  complenientary  eff<»ts  organized  duough  new  regiooal  coordination 
and  national  decision-making  institutions.  Although  dooors  may  play  a  large  role  in  die 
begiiming,  their  role  should  diminish  over  time  with  the  impact  of  effective  regional  and 
national  strategies.   New  Hiinlring  would  be  devdoped  oo  bow  to  int^rate  political  and 
social  facton  with  devdopment  cfiForts  across  a  continuum  from  early  waming-relief- 
recovery  to  devdopnoenL  Simultaneous  inqdemeotatkn  of  interventions  is  needed  to  address 
the  root  causes  of  food  insecurity.  Some  progiams  may  not  have  a  measurable  impact  for  IS 
years,  but  these  should  be  implemented  at  the  same  time  as  interventions  tiiat  have  an 
immediate  and  shoft-teim  inqact 

Sustained  change  in  the  Greater  Horn  of  Africa  ^mll  take  at  least  a  generation  and 
probably  more.  All  too  tihea,  inteniational  aid  and  financial  institutions,  as  well  as  local 
government  officials,  fall  into  the  'quick-fix'  trap,  advocating  and  dfaigning  programs  aimed 
at  resolving  a  crisis  in  ooe  or  two  years. 
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C.   Proposed  Objectives  for  a  Program  of  Action 

Achieving  food  security  in  the  Greater  Horn  region  requires  a  program  of  action  that 
addresses  the  root  causes  of  food  insecurity.   The  preliminary  analysis  of  these  root  causes 
revealed  critical  obstacles  to  achieving  food  security  in  the  region.    Four  objectives  are 
proposed  below  as  a  framework  in  which  we  can  together  address  these  root  causes. 
Projects  appropriate  for  regional  and  national  solutions  would  be  formulated  during  regional 
consultations  and  by  National  Action  Committees. 


Objective  1:   Strengthened  support  for  effective  regional  and  national  food  security  strategies 

Food  security  has  been  defined  to  include  three  aspects:   availability,  access  and 
utilization  at  regional,  national  and  household  levels.  Some  countries  experience  serious 
problems  of  national  food  availability.   Where  countries  have  the  potential  to  increase 
production,  as  well  as  the  comparative  advantage  to  do  so,  they  will  need  to  concentrate 
attention  on  improvement  in  policies  and  availability  of  technologies.  This  would  imply  a 
major  research  effort.  However,  some  countries  will  not  have  a  comparative  advantage  in 
food  production,  and  economic  growth  in  otho^  secton  might  be  the  best  means  to  address 
food  access  problems.   In  these  countries,  and  in  sub-national  regions  where  food  insecurity 
cannot  be  alleviated  through  production,  food  access  must  be  addressed  through  economic 
growth  strategies  and  through  systems  for  the  effective  identification  and  targeting  of  public 
works  programs  or  other  food  safety  nets.  Much  more  would  need  to  be  done  to  encourage 
trade  in  the  r^on  between  food  surplus  and  food  deficit  countries. 

Significant  wort  has  already  been  done  on  national  and  r^onal  food  security 
strategies  for  several  of  the  countries  of  the  r^on.   For  example,  in  1990,  with  European 
Union  funding,  and  with  assistance  from  several  British  universities,  IGADD  pnpaitd  a 
regional  food  security  strategy  for  six  of  the  10  countries  in  the  Greater  Horn.   A  ministerial- 
level  conference  in  Kanqala  unanimously  endorsed  die  resolution  to  implement  'The  Food 
Security  Stiat^y  for  the  IGADD  R^on.'  This  analysis  and  similar  work  could  be 
considered  as  a  basis  for  the  further  development  of  this  framework. 


Objective  2:   Increased  capacity  within  the  regioQ  for  crisis  preventioa,  response,  mitigation 
and  resolution 

Crisis  prevention  involves  the  ability  to  fnesee,  and  die  means  to  prevent,  prepare 
for,  and  mitigate  or  resolve  crisis  and  conflict  Crises  in  the  Greater  Horn  region  have  been 
and  continue  to  be  of  a  complex  nature,  in  which  there  are  political  and  economic  dimensions 
that  are  often  exacerbated  by  natural  or  external  events.  Effective  prevention  requires 
monitoring  and  analytical  capacity  at  the  regional,  national  and  local  levels,  as  well  as  the 
ability  and  will  to  respond  to  warning  signs  of  all  kinds  (weather,  economic,  social  and 
political)  in  a  timely  and  appropriate  manner.  While  diere  is  a  growing  consensus  dut 
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interventions  must  be  made  in  the  region  proactively,  rather  than  reactivcly,  the  ability  to  do 
so  will  depend  upon  institutional  capacity,  good  governance  and  effective  coordination  at  the 
regional  and  international  levels. 

Effective  capacity  for  crisis  prevention  depends  on  a  balance  between  the 
complementary  roles  of  the  African  state  and  civil  society.   There  are  many  advocates  of 
democracy  and  good  governance.   Multiple  views  exist,  however,  about  the  timing, 
sequencing  and  ownership  of  the  processes  through  which  these  are  achieved.   Solutions  to 
the  larger  issues  of  democracy  and  good  governance  can  often  be  discovered  in  the  process 
of  working  toward  more  Umited  objectives.   Dimensions  of  democracy  across  a  wide  range 
of  groups  in  the  state  and  civil  society  should  therefore  be  encouraged  in  such  vital  areas  as 
agriculture  and  natural  resources,  education  and  family  planning.   In  the  state  sector,  local 
government  and  judicial  bodies  might  receive  speaH  attention.  Women's  groups  and 
indigenous  NGOs  are  particularly  important  civil  institutions. 


Objective  3:   Greater  regional  collaboration  in  promoting  sustainable  economic  growth  and 
reducing  population  growth  rates 

Measures  described  in  the  first  objective  that  increase  the  productivity  of  food  crop 
farming  and  which  improve  the  access  to  and  distribution  of  food  supplies  will  be  essential  to 
achieving  food  security  in  the  Greater  Horn.   Long-terin  food  security  also  dq)ends, 
however,  on  the  sustained,  broad-based  growth  of  economies,  which  results  in  rising  incomes 
on  an  equitable  basis.   Broad-based  economic  growdi  will  require  an  appropriate  policy 
environment,  as  well  as  support  for  sectors  in  additioo  to  the  food  sector,  such  as  export 
products,  microenterprises  and  processing  industries. 

Population  growth  rates  currently  outstrip  gains  in  economic  growth.  Investment  in 
human  resources  through  expanded  programs  in  fiunily  plaiuang,  health  and  nutrition 
services,  and  education  have  the  benefits  of  bodi  improving  the  human  resource  base,  thereby 
increasing  productivity,  and  lowering  population  growdi  rates.   A  stronger  human  resource 
base  is  a  precondition  for  sustained  ectmomic  growth.  Women  deserve  particular  attention  in 
this  regard  given  the  evidence  that  their  educational  status,  income-earning  capacity  and 
nutritional  condition  are  among  the  most  important  determinants  of  child  survival  rates  and 
reduced  demand  for  more  children. 

In  determining  growth  strat^es,  it  will  be  ioqxxtant  to  link  the  technical  analyses 
proposed  (particulariy  on  agricultural  production,  natural  resource  development  and  social 
sector  reform)  with  die  broader  macroeconomic  and  structural  adjustment  reform  agenda  and 
policy  dialogue.  This  could  be  accomplished  through  technical  symposia  of  research 
networks  involving  a  broad  array  of  public  and  private  sector  entities  and  institutions,  or 
through  more  formal  negotiating  sessions  under  the  aegis  of  IGADD  or  international  donor 
institutions.   Building  the  capacity  of  Afticans  to  undertake  technical  and  applied  sectoral 
analysis  to  support  effective  policy  dialogue  would  contribute  significantly  to  this  process. 

20 


248 


Objective  4:    Support  of  strategies  to  ensure  the  transition  from  crisis  to  broad-based 
sustainable  growth 

Nearly  all  of  the  countries  of  the  Greater  Horn  region  are  in  various  stages  of 
transition  in  and  out  of  crisis,  and  none  has  escaped  the  ^out  of  crisis  in  neighboring 
countries.    Emergency  relief  is  being  delivered  to  almost  all  of  these  countries.   The 
transition  from  emergency  relief  to  development  programs,  however,-is  made  difficult  by  the 
lingering  effects  of  these  crises:  large  numbers  of  refugees  and  displaced  persons,  high 
military  presence  and  crumbling  infrastructures,  among  others.   Given  the  great  spillover  of 
the  effects  of  crisis  on  neighboring  countries,  the  difficulties  of  transition  in  one  country 
impede  transition  in  the  r^on  as  a  whole. 

The  management  of  emergency  interventions  has  generally  been  successful  in  saving 
lives.   The  means  of  achieving  sustained  development  is  well  understood.   But  strategies  for 
the  successful  transition  from  emergencies  to  development  are  not  widely  known,  or  if 
known,  not  often  followed.   Filling  the  transition  'gap*  in  assistance  strategies  will  be 
critical  to  achienjig  food  security  in  the  Greater  Horn.   Developing  programs  to  ensure 
successful  transitions  may  require  changes  in  donor  assistance  mechanisms,  and  at  the  least, 
will  entail  considerable  cooperation  among  donor  agencies,  international  governmental 
organizations,  the  NGO  community  and  a  wide  range  of  Afiican  organizations. 
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Figure  7 
The  Food  Security  Wedge 
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V.   The  Next  Steps 


The  process  outlined  in  this  paper  can  be  implemented  if  donors,  African  leaders  and 
private  and  non-governmental  organizations  approach  food  security  problems  in  a  more 
integrated  fashion,  using  new  thinking  and  new  actions. 

The  facilitative  actions  that  follow  are  suggested  as  first  steps  in  the  implementation 
of  an  international  recommitment.   A  tentative  timeline  follows  in  Table  2  (p. 26).   All  such 
actions  should  be  undertaken  in  a  way  that  builds  local  c^>acities  and  institutionalizes  the 
processes  for  sustainability. 

1.  IGADD  and  professional  and  private  regional  associations  could  be 
strengthened  to  perform  stronger  coordination  roles  for  regional  food  security. 
IGADD  also  could  support  and  facilitate  improved  policy  analysis.   IGADD 
could  assist  the  coordination  and  monitoring  of  food  insecurity  across  the 
region  by  providing  a  clearinghouse  for  information  and  comparative 
experiences,  developing  methods  for  regional  solutions  and  providing  training 
in  these  methods.   The  current  United  Nations  Development  Program 
institutional  assessment  of  IGADD  will  help  donors  assess  what  assistance  is 
required  to  strengthen  the  institution. 

2.  The  options  for  a  donors  forum  could  be  explored.   Integrated  a^roaches 
through  a  donors  forum  would  promote  complementary  work  plans,  support 
cross-border  solutions  and  promote  transparency  as  a  modus  operandi  for  all 
efforts.   A  forum  could  serve  to  mobilize  long-term  commitments  to  address 
root  causes  of  food  insecurity  in  the  Greater  Horn  of  Africa.   Options  include 
a  new  forum,  a  sub-group  under  the  Qub  du  Sahel  or  a  donors  counterpart  to 
IGADD,  etc. 

3.  Regional  and  national  early  warning  systems  could  be  expanded  to  cover  the 
region  with  acce^  to  findings  by  all  parties.  The  system  could  include 
political,  security  and  social  factors  and  be  connected  to  national,  regional  and 
international  decision-making  and  response  mechanisms. 

4.  An  international.  Interdisciplinary  team  composed  of  African  and  donor 
members  Oncluding  crisis  prevention,  relief,  recovery,  food  security  and 
economic  development  practitioners)  might  be  asked  to  detail  the  principles 
that  could  guide  the  'continuum'  approach  for  integrating  prevention  and 
relief-recovery-development.  If  this  research  and  analysis  phase  is  successful, 
the  donors  could  support  training  for  African  and  donor  practitioners  in 
regional  and  national  food  security  organizations  so  that  these  principles  will 
guide  their  operations. 
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5.  Joint  analysis  by  donors  and  Africans  could  be  undertaken  to:  (a)  analyze 
strategies  for  agriculture  and  economic  growth;  (b)  collect  knowledge  on  and 
model  the  necessary  conditions  to  achieve  food  security;  and  (c)  determine  the 
relative  importance  of  causes  and  optional  interventions  to  achieve  food 
security. 

6.  Joint  donor/recipient  portfolio  reviews,  based  on  the  above  analysis,  could  be 
conducted  to  determine  how  the  present  efforts  serve  tcT  reduce  national  and 
regional  food  insecurity.   The  reviews  also  would  show  the  degree  to  which 
current  operations  accord  with  continuum  principles  and  contribute  to  a  food 
security  objective. 

If  Africans  expand  their  efforts  to  address  root  causes  of  food  insecurity, 
donors  could  recommit  to  not  only  help  meet  immediate  and  short-term  food 
needs  (two  to  four  years),  but  to  address  medium  (five  to  10  years)  and  long- 
term  (10-20  years)  root  causes  as  well.  Gear  ^)eciiication  of  mutual 
commitment  would  be  required.   Under  the  concept  of  'variable  geometry' 
(where  each  country  moves  as  fast  as  it  can  in  the  agreed  direction),  this 
commitment  will  vary  by  country.   All  donors  and  host  countries  could  work 
together  to  identify  gaps  in  assistance,  which  would  be  filled  on  the  basis  of 
comparative  advantage. 

To  fiacilitate  these  'process'  actions,  flexible  donor  sui^rt  will  be  needed  to  fimd 
research,  assessments,  analysis,  conferences  and  contract  staff.  Ajqnopriate  'Horn  of  Africa 
Support  Projects'  could  be  estz^lished  by  donor  and  recipient  programs  to  facilitate  the  initial 
activities. 

The  six  suggested  actions  described  above  could  be  jointly  accomplished  with  modest 
funding  at  a  Facilitative  Level,  ($7  million-$10  million  each).  If  donors  and  recipients  went 
no  further  dian  these  actions,  the  resulting  changes  in  integrated  processes  should  produce 
important  efficiencies.  If  all  parties  decided  to  move  forward,  a  start-up  level  of  fimding 
($25  million  -$7S  millioo  each)  would  be  needed  to  b^in  priority  programming.  As  socm  as 
new  processes  have  been  institutionalized  and  action  integrated,  the  credibility  will  exist  to 
allow  the  international  community  to  seek  additional  resources  necessary  ($100  million  per 
donor  per  year)  to  cut  in  half  food  insecurity  in  the  legioD  widiin  IS  years. 

From  mid-November  to  mid-December,  we  suggest  that  bilateral  discussions  for  re- 
commitment to  the  Greater  Horn  of  Africa  take  place  in  donor  headquarters  and  African  field 
offices.  The  Development  Assistance  Committee  (DAQ  of  the  Organization  for  Economic 
Cooperation  and  Develt^ment  is  considering  a  meeting  on  the  Horn  of  Africa  in  mid- 
December.  This  will  be  the  first  opportunity  for  donors  to  discuss  togedier  these  coocepts 
and  possible  next  stq».   It  is  anticipated  that  the  DAC  Informal  Meeting  will  result  in  the 
scheduling  of  a  Roundtable  on  the  Greater  Horn  of  Africa  in  late  199S. 
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Simultaneously  with  donor  discussions,  joint  donor  meetings  with  African 
governments  and  IGADD's  secretariat  will  be  conducted.    African  leaders  could  be  asked  to 
work  with  each  other  and  donors  in  a  new,  integrated  relationship  and  be  willing  to  commit 
the  staff,  time  and  resources  necessary  for  implementation.   IGADD  is  proposing  a  first 
multidonor,  multirecipient  meeting  to  coincide  with  the  ministerial  meeting  in  Nairobi  to  be 
held  January  10-15,  1995.   This  joint  meeting  would  focus  on  reaching  agreement  on  the 
regional  and  bilateral  objectives  of  an  international  recommitment  to  the  Greater  Horn,  with 
discussion  of  potential  sectoral  and  geographic  participation.   Although  all  participants  will 
have  considered  the  framework,  this  opportunity  to  discuss  details  will  be  important. 

If  agreement  is  reached  on  sectoral  and  geographic  coverage,  joint  donor-recipient 
working  groups  could  be  formed  around  the  proposed  objectives,  or  other  objectives  which 
are  suggested  during  consultations.   These  working  groups  would  focus  on  the  analytical 
work  needed  to  conduct  Joint  portfolio  reviews  using  an  integrated  regional  framework. 
Working  groups  would  submit  Plans  of  Action  to  National  Action  Committees  and  to  plenary 
sessions  of  IGADD  members.   We  suggest  that  donors  provide  the  necessary  financial 
support  for  these  analyses  to  be  undertaken  by  recipients. 

A  Greater  Horn  of  Africa  recommitment  should  be  given  a  high-profile  official 
launching.   The  exact  venue  should  emerge  from  joint  consultations.   The  launching  could  be 
built  around  IGADD's  annual  Ministerial  Meeting  in  January.   Alternatively,  the  launching 
could  occur  in  late  January  to  coincide  with  the  10th  anniversary  activities  commemorating 
work  on  the  1984-86  drought.   Or  a  separate  meeting  could  be  organized  in  February- April 
1995.   We  anticipate  that  the  launching  would  be  led  by  the  African  heads  of  government 
and  donor  ministers  of  development. 

0[)en  discussion,  comments  and  alternatives,  and  ultimately  decisions  on  the  proposed 
concepts  and  framework  are  seriously  solicited.  The  magnitude  of  human  suffering  and  the 
hope  for  a  better  future  demand  urgent  attention  by  the  international  community. 
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EXECUTIVE   SUMMARY 

Strife,  drought,  and  chronic  food  shonages  have  the  potential  to  create  in  the 
Greater  Horn  of  Africa  a  human  crisis  of  unthinkable  proportions.  Current  estimates 
indicate  that  over  20  million  people  are  "at  risk".'  This  report  details  efforts  undertaken 
by  the  U.S.  Government  to  assess  and  mitigate  the  impaa  of  this  series  of  natural  and 
man-made  disasters. 

The  U.S.  Gov'.mmeni  is  currently  tracking  famine  conditions  in  the  Horn  through 
the  U.  S.  Ageiicy  for  International  Development  (US AID)  Famine  Early  Warning  System 
(FEWS).  The  FEWS  satellite  imagery  capability,  combined  with  USAlD's  on-the-ground 
field  presence,  provides  the  U.S.  Govemmem  with  a  unique  capacity  to  assess  the 
vulnerability  of  the  'at  risk'  population. 

Drought  conditions  threaten  virtually  all  the  countries  of  the  Greater  Horn  of 
Africa:  Bur\mdi,  Djibouti,  Eritrea,  Ethiopia,  Kenya,  Rwanda,  Somalia,  Sudan.  Tanzania 
Uganda.  WhJe  the  bloodshed  in  Rwanda  commands  the  headlines,  dvil  conflict  also 
continues  in  Somalia,  Sudan  and  even  in  Kenya,  long  regarded  as  a  center  of  stability  in 
East  Africa.  Refugees  streaming  into  Kenya,  Tanzania,  Burundi,  and  Uganda  threaten 
these  nations  as  well 

In  response  to  the  existing  and  impending  crises  in  the  Greater  Horn  of  Africa, 
the  President  of  the  United  States  sent  a  delegation  led  by  USAID  Administrator  J. 
Brian  Atwood  to  discuss  appropriate  short,  meditmi  and  long-term  responses  with 
affeaed  countries  and  key  donors  and  to  call  intematioaal  anention  to  the  situation. 
Included  in  the  delegation  were  Representative  Tony  Hall,  Chairman  of  the 
Congressional  Hunger  Caucus;  Congressional  staff;  representatives  of  the  Department  of 
State  and  the  Nadonal  Security  Council;  leaders  of  major  U.S.  private  voluntary 
organizations  (PVOs);  and  members  of  the  press. 

The  immediate  relief  needs  facing  the  region  are  the  result  of  poor  1993/94 
growing  seasons  and  dvil  unrest  The  next  harvest  in  Horn  countries  is  expeaed  to  have 
little  impact  on  short-term  (4  to  6  months)  food  avaHabiliiy.  Food  security  over  the 
medium-tenn  (6  months  to  one  year)  will  greatly  depend  on  whether  there  is  sufGdent 
rainfall  in  the  region. 

Food  supplies  now  in  the  pipeline  appear  to  be  suffident  to  meet  urgent  needs 
over  the  next  few  months,  but  USAID  antidpates  serious  food  shonages  by  late  summer. 
Current  projections  indicate  a  need  for  over  2  million  metric  tons  of  food  aid,  of  which 


'       *A>  ruK'  rcfet  le  ««bwnMc  peputiUons  ia  nc«d  of  eafnal  auouocc  n  ndd  tettn  banfcr,  «af«itiea.  duoac, 
•nd/or  diapUccacai.  TU  sumaicd  aumbo  ot  people  **i  nUt*  «iU  Ouctuaic  a  MearUy  *a4  dioauc  toeOHioaM  dk«a«e. 
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a  total  of  1.6  million  metric  tons  has  already  been  pledged  by  the  U.S.  and  other  donors. 

Assuming  aJI  pledges  are  -.net  in  a  timely  fashion,  there  will  be  a  shortfall  of 
4CO,000  metric  tons  based  on  current  projecdons."   Civil  unrest  in  Rwanda,  Sudan  and 
Somalia,  as  well  as  localized  drought  conditions,  panlcularly  in  Ethiopia,  Eritrea, 
Somalia  and  northern  Kenya,  could  further  increase  the  *at  risk"  population  and 
emergency  food  needs. 

Hov  ever,  even  if  more  f..od  is  made  available,  the  ability  to  deliver  and  distribute 
that  food  aid  may  be  severely  hampered  by  erratic  shipping  schedules,  poorly  maintained 
ports,  and  dilapidated  road  and  rail  systems.   Non-food  assistance  is  also  required 
throughout  the  region.  Health  care,  medicine,  clean  water,  saoitation,  and  child 
immunization  programs  are  an  essential  complement  to  food  aid. 

Meeting  urgent  humanitarian  needs  must  be  a  priority,  but  the  time  has  clearly 
come  to  galvanize  the  international  donor  community  to  address  the  broader  causes  of 
disaster.   Failure  to  address  the  lon^^-term  root  causes  of  crisis  will  perpemate  the  cycle 
of  despair  afflicting  the  Horn  and  ultimately  prove  more  costly  to  donors. 

The  long-term  causes  of  food  insecurity  demand  a  strate^c  focus  on  su.«i^ainaMy 

development  in  the  region  to  b^'lp  gnvemTn^nTS  inrrpa^o  agrirnlmral  yiVlrf<   ri»rr»a<<. 

popuJaaon"  growth,  and  promotestable  democradc  institutions.  Given  the  high  degree  of 
economic  and  political  interdependence  in  this  distinct  region  -  as  well  as  common 
climatic  and  agriculmral  challenges  —  the  U.S.  and  other  donon  should  work  with 
affected  countries  in  formulating  a  regional  development  strategy  to  build  long  term  food 
security. 

In  the  medium-term,  assistance  for  the  rehabilitation  and  reconstruction  of 
African  states  devastated  by  war  and  famine  will  be  essenoal  if  the  Horn  countries  are  to 
make  the  transition  from  crisis  to  development  Special  attention  must  be  given  to  the 

creation  of  gOVer"'"^  in<jpfiirinm  that  ar^  timmnmtjr  an/4  fhiic  «r»poV.U  nf  ^'.r,',^^^^ 

sodeial  conflict. 

Since  the  heightened  magnimde  of  this  emergency  became  apparent  in  March, 
1994,  the  VS.  has  taken  several  actions: 

•         Through  reprogramming  and  commitment  of  available  fimding,  the  U.S. 
Government  has  already  commined  and  programmed  additional  FY  1994 
resources  totalling  S143  million  and  projects  adding  an  addidonal  S71  million. 
These  amounts  are  in  addition  to  previous  FY  1994  expendinires  totalling  S366 


It  donon  pravid*  i&c  l.(  orjic  torn  tKi(  ^v«  bna  pled|ed,  tliere  «tO  sUB  bt « ihontia  of  400,000  actric  loa  (or  ibc 
X994  aleadv  year.   Proiccicd  lood  actdi,  cunsc  a  or  Juac  14.  liU.  arc  bucd  oa  kuuI  oof  nnv/t  ooaductetf  ^  USAIO.  i&« 
World  Food  Profnoae,  aad  i&c  Food  jad  Africuliurc  Orjaniatioo  and  tauac  aocnfc  oinfiO  dvla|  ibc  carrai  icaea. 
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million. 


•  USAID  has  authorized  early  programming  of  up  to  100,000  metric  totis  of  FY 
1995  food  resources  for  emergency  programs  in  the  Greater  Horn  region. 

•  USAID  has  accelerated  its  scheduled  food  aid  shipments  in  anticipation  of 
additional  needs  by  late  summer. 

•  An  extensive  emergency  logistical  in£r:jtnicmre  survey  covering  the  Greater  Horn 
countries  has  been  prepared  by  US/JD  and  <;  sseminated  to  major  relief 
organizations  and  donors. 

Since  the  designation  of  the  Presidential  mission  to  the  Horn  of  Africa  on  May 
25,  1994,  several  significant  actions  have  already  been  taken  to  address  the  immediate 
crisis  in  the  Horn.  Specifically. 

•  The  Japanese  government  has  committed  an  additional  S13  million  to 
international  organizations  to  be  targeted  on  Rwanda  and  Sudan. 

•  ■     The  European  Union  has  agreed  to  enter  into  regul^  consulutions  with  the  US. 

Government  on  the  Horn.  A  USAID  team  is  departing  for  Brussels  on  June  2L 

•  The  Government  of  South  Africa  has  expressed  an  interest  in  providing  some 
form  of  assistance  to  the  Horn. 

This  report  recommends  a  plan  of  action  for  meeting  the  relief!,  recoveiy  and 
development  needs  in  the  Horn.  Specifically: 

•  The  U.S.  should  share  widely  its  assessments  of  emergency  food  and  non-food 
needs  in  the  Horn. 

•  All  donors  should  be  called  upon  to  share  accurate  data  on  shipments  of  food  and 
non-food  items  to  meet  the  region's  needs  and  to  coordinate  arrival  dates  to  avoid 
overtaxing  the  ports. 

•  A  donor  working  group  should  be  formed  to  (develop  jointly  with  Greater  Horn 
governments  and  regional  organizations  a  comprehensive  multi-year  plan  to 
address  the  short,  medium  and  long  term  challenges  of  relief  recoveiy  and 
development. 

•  The  United  States,  other  donors  and  international  organizations  need  to  agree 
upon  an  equiuble  burden-sharing  arrangement  for  relief-related  efforts,  including 
port  rehabilitation,  leasing  of  aircraft,  and  other  urgently  needed  logistics 
requirements. 
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To  address  potential  infrastructure  bottlenecks,  planning  should  be  undertaken  to 
•stiiblish  international  donor  food  reserves/storage  sites  at  one  or  more  locations 
in  the  Horn. 

As  a  last  resort,  the  U.S.  will  consider  using  the  Emergency  Wheat  Reserve.' 

The  donor  group  should  develop  a  plan  to  assist  the  region's  nations  during  the 
recovery  phase.  This  should  include  demobilization  and  reintegration  of  ex- 
combatants  and  their  families,  reintegration  planning  for  displaced  populations 
and  refugees,  removal  of  land  mines,  assistance  for  vulner-'ble  populations,  and 
assistance  to  restore  the  institutions  of  democratic  governance. 

In  Horn  countries  currently  recovering  from  war  or  famine  donor  priority  should 
be  giveil  to  strengthening  local  capacity  to  prevent,  mitigate  and  manage  disasters. 

•         Donors  should  look  to  existing  regional  organizations  and  other  technical  agencies 
to  help  develop  and  apply  strategies  to  improve  food  security.  United  Nations' 
agencies  shotild  coordinate  action  under  a  strengthened  UJ^.  Department  of 
Humanitarian  Affairs. 

The  first,  and  most  immediate,  challenge  for  the  U.S.  and  the  international 
community  is  to  prevent  the  current  emergency  from  escalating  into  a  full-blown  crisis. 
To  deter  ^ture  crises,  a  regional  strategy  is  needed  to  simultaneously  address  the  relief, 
recovery  and  development  needs.  By  helping  affeaed  countries  recover  from  disaster 
and  by  building  a  foundation  of  sustainable  development,  the  world  commtmity  can  help 
to  break  the  cycle  of  despair  afflicting  the  Greater  Horn  of  Africa  region. 


• 
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I.   INTRODUCTION 

At  the  request  of  the  President  of  the  United  States,  a  delegation  composed  of 
U.S.  Covcrmnent  officials  visited  the  Greater  Horn  of  Africa  between  May  26  and  June 
■i.  1994.   The  deleg-'tioa  was  led  by  the  Administrator  of  the  Agency  for  International 
Development  (USAjD).  J.  Brian  Atwood,  both  in  his  capacity  as  the  U.S.  Government's 
Special  Coordinator  for  International  Disaster  Assistance  and  as  the  President's  personal 
representative. 

Among  those  joining  the  delegation  were  Representative  Tony  Hall,  Chairman  of 
the  Congressional  Hunger  Caucus,  Congressional  staff  £rom  the  House  Appropriations 
and  Senate  Agriculture  Committees,  representatives  from  the  State  Department  and  the 
National  Security  Council,  leaders  of  major  U.S.  private  voluntary  organizations  (PVOs), 
and  members  Cf  the  press.  A  complete  list  of  those  participating  in  the  Presidential 
delegation  can  be  found  at  Annex  1. 

The  purpose  of  the  delegation's  trip  was  to  assess  current  conditions  in  the 
Greater  Horn  of  Africa,  to  examine  U.S.  Government  (U.S.)  and  other  programs 
designed  to  address  faaors  that  contribute  to  famine  and  civil  unrest,  to  share 
information,  and  to  promote  a  constructive  exchange  of  ide?s  designed  to  enhance 
cooperation  within  the  region.  The  delegation  met  with  the  presidents  and  other  key 
leaders  in  Eritrea,  Ethiopia,  and  Kenya.  It  also  met  with  many  others  working  to  save 
human  life,  including  the  U.S.  Ambassadors  to  Eritrea,  Ethiopia,  Sudan  and  the  heads  of 
our  missions  in  Kenya  and  Somalia;  the  Commander  of  UNAMIR;  U.S.  Government 
staff;  and  representatives  of  intemational  PVOs  and  indigenous  NGOs.  Led  by 
Congressman  Tony  Hall,  part  of  the  delegation  visited  the  Benaco  refugee  camp  in 
Tamzania. 

Tbe  delegation  also  traveled  to  Rome,  Geneva  and  Brussels  in  order  to  build 
greater  support  and  awareness  among  other  donors  and  intemadonal  organizadons 
concerning  the  magnitude  of  the  problem,  to  demonstrate  the  commitment  of  the  U.S. 
Government  to  a  successful  resolution  of  the  current  emergency,  and  to  stress  the  need 
for  enhanced  donor  support  and  coordinatiocL  In  Europe,  the  delegadon  held  meedngs 
with  the  Intemational  Ftmd  for  Agricultural  Development,  the  World  Food  Program,  the 
Food  and  Agriculture  Organization,  the  Ui^.  Commission  for  Refugees,  the  Ulf. 
Department  of  Humanitarian  Affairs,  and  the  European  Union.  The  delegation's 
itinerary  can  be  found  at  Annex  2. 

The  delegadon  confirmed  that  the  current  emergency  has  affeaed  more  than  20 
million  people.  Whfle  a  major  effort  will  be  required  to  avert  famine  and  tragedy,  the       , 
delegation  believes  the  world  community  has  a  unique  opportunity  to  mitigate  human     ^ 
suffering.    The  delegation  is  convinced  that  the  cycle  of  despair  that  has  afEliaed  the  / 

Greater  Horn  of  Africa  will  recur  unless  new  efforts  are  made  to  address  the  root  causes  ^ 
of  the  region's  problems  in  the  medium  to  longer-term. 
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II.   BACKGROUND:  THE  GREATER  HORN  OF  AFRICA 

""/ea  in  the  best  of  times,  the  Greater  Horn  is  one  of  the  most  politically, 
e:hnicaliy,  and  climaetically  unstable  regions  of  the  world.   It  includes  some  of  the 
world's  most  ancient  civilizatior  ;  as  well  32  its  newest  state,  Eritrea.   The  Greater  Horn 
is  home  to  some  of  the  poorest  and  the  most  densely  populated  nations  in  Africa,  and  to 
some  of  the  continent's  most  vigorous  economies.   Its  people  are  governed  by  aging, 
traditional,  'eaders,  as  well  as  by  some  of  the  youngest,  most  highly  educated,  and 
dynamic  new  leaders  in  Afiica.  The  Greater  Horn  is  home  to  three  major  wan  and  two 
countries  newly  emerged  from  divisive  conflict.  It  is  plagued  by  locusts  and  drought 
cycles  which,  in  combination  with  rapid  popul?.don  growth  and  poor  agriculniral 
productivity,  condemn  the  region  to  chronic  food  deficits.  In  short,  the  Greater  Horn  of 
Africa  is  one  of  the  poorest  and  most  conflict-ridden  trouble  spots  in  the  world.  (A  map 
of  the  Horn  of  Africa  is  included  at  Attachment  L) 

The  Greater  Horn  of  Africa  was  a  region  of  major  super  power  competition 
during  the  Cold  War.  A  long  and  bloody  war  was  waged  between  Eritrea  and  Ethiopia, 
a  shoner  war  was  fought  between  Ethiopia  and  Somalia  over  the  Ogaden,  and  deadly 
civil  conflicts  were  fought  (Ethiopia  and  Uganda)  and  continue  to  be  fought  (Sudan  and 
Somalia).  While  superpower  competition  took  precedence,  little  attention  was  paid  to 
addressing  the  problems  of  maldevelopment,  population  growth,  and  environmental 
degradation  -  all  of  which  have  exacerbated  the  recurring  food  security  crisis. 
Compounding  the  problem  are  weak  governmental  systems  in  the  region,  few  of  vt^ch 
are  based  on  democratic  practices  that  would  enable  them  to  maiuge  societal  conflict 
peacefully. 

Economic  and  political  realities  tend  to  divide  the  Greater  Horn  in  two:  the 
northern  tier  (Djibouti.  Sudan,  Eritrea,  Ethiopia  and  Somalia)  and  the  southern  tier 
(Kenya,  Uganda,  Rwanda,  Burundi,  and  Tanzania).  One  cotild  argue  that  the  differences 
among  the  nations  of  the  Greater  Horn  are  so  great  that  there  is  no  reason  to  consider 
them  a  region  at  alL  But  shared  geography  and  ecology  are  important  from  a 
developmem  perspective.  The  Great  Rift  Valley  cuts  across  the  region,  aeating  areas  of 
similar  high  potential  for  farming,  lakes  for  fishing,  and  comparable  areas  of  incredible 
beau^  for  tourism.  In  most  of  the  countries,  semi-arid  lowlands  and  tropical  forest 
zones  flank  the  agriculturally  productive  highlands,  creating  habitats  for  a  variety  of  wild 
game  and  domesticated  livestock,  and  providing  adequate  resources  for  farming  by  as 
expanding  peculation  -  if  appropriate  crop  varieties  and  good  management  practices  are 
used. 
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AOAduneat  1:    Cruter  Hora  of  Africa 
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While  the  natiopj  of  the  Greater  Horn  are  dissimilar  ia  many  ways,  they  share  a 
number  of  challenges  in  common.   Of  these,  the  most  prcising  are  political  instability 
and  chronic  food  insecjnty.   The  failure  to  address  these  challenges  has  caused  immense 
human  suffering.   Over  the  las'  decade,  between  two  to  three  million  Uves  have  been  lost 
in  the  Greater  Horn.  In  addition,  the  U.S.  alone  has  provided  billions  of  dollars  in 
emergency  food  and  humanitarian  aid  to  the  region,   'n  some  countries,  past  USAID 
development  investments  have  been  largely  lost.    Currently,  out  of  over  170  mUlioa 
people  in  the  Greater  Horn,  USAID  esumates  that  more  than-  twenty  million  are  in  need 
of  some  type  of  assistance,  with  a  much  larger  number  suffering  from  chronic  food 
insecurity. 

There  is  a  growing  recognition  of  and  consensus  surrounding  the  steps  that  neea 
to  be  taken  to  solve  the  problems  afflicting  the  Greater  Horn,  both  among  African 
countries  and  intematioaai  donors.  This  provides  an  opportunity  for  a  renewed  effort  to 
address  those  problems.  In  particular,  the  delegation  was  encouraged  by  the  efforts  of 
some  A&ican  leaders  to  help  resolve  conflicts  in  the  regioa  In  1992,  for  example, 
Ethiopia  convened  a  regional  summit  on  humanitarian  issues  that  brought  together 
government  officials,  opposition  forces,  and  local  NGOs  to  discuss  the  right  of  civilians 
to  assistance  in  times  of  war,  among  other  issues. 

The  problems  of  economic  and  social  development  would  be  difficult  enough  to 
address  given  the  relative  poverty  of  the  affeaed  countries,  the  limits  on  donor 
assistance,  the  difficulty  of  introducing  economic  reform,  and  the  resource  drain  created 
by  large  military  establishments.  They  are  further  exacerbated  by  the  lack  of  trust 
between  governments,  and  absent,  weak,  or  ineffective  country  and/or  regional 
organizations  for  addressing  common  challenges. 

Providing  relief  and  longer  term  recovery  and  development  is  made  all  the  more 
difficult  by  conflict  simations  in  the  Greater  HoriL  Security  for  donor  operations  and 
access  to  populations  in  areas  of  conflict  inhibit  relief  deliveries  and  donors'  ability  to 
reach  all  of  those  in  need. 

The  problems  are  further  compounded  by  a  lack  of  agreement,  commitment  and 
coordination  regarding  an  overall  strategy  for  the  region  among  donors  and  international 
agencies,  including  the  World  Bank.  In  addition,  donon  have  only  limited  experience  in 
working  as  parmeis  with  indigenous  and  regional  organizations. 

The  delegadoQ  found  that  there  is  a  growing  recognidon  among  donors  that  their 
development  investments  are  being  overwhelmed  by  humanitarian  crises,  and  that  a 
different  approach  is  needed  if  donors  are  going  to  play  an  effective  role  in  the  region. 
The  current  Greater  Horn  emergency  presents  a  range  of  opportuniries  for  better 
integrau'ng  the  mix  of  short  and  longer-term  programs.  It  also  presents  a  challenge  to 
use  limited  donor  resources  more  effectively  to  address  the  fundamental  probletns  facing 
the  region. 
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III.   IMMEDIATE  RELIEF  CHALLENGES 

A5  of  June  5.  1994,  an  estimated  20.6  million  people  were  in  n^ed  of  external  help 
in  the  -Greater  Horn  of  Africa  due  to  conflict,  drought,  and  growing  structural  food 
deficits.   (See  Attachment  EI  on  the  followit-'.  page).   More  than  one  million  are  totally 
dependent  upon  emergency  assistance  for  their  survivaL  The  number  affected  inaeased 
by  more  than  4  million  during  the  first  four  months  of  the  year. 

The  oe-xt  harvest  in  Horn  coimthes  is  e^qiected  to  have  little  impaa  on  short-term 
(4  to  6  months)  food  avaflability.  Food  securit>  over  the  medium-term  (6  months  to  one 
year)  will  greatly  depend  on  whether  there  is  sufficient  rainfall  in  the  region.  Cunent 
estimates  of  need  are  based  upon  a  rapidly  changing  situation. 

•  In  Rwanda  and  Bunmdi,  the  situation  has  worsened  considerably  as  a  result  of  the 
mass  killings  that  have  taken  place  following  the  death  of  the  presidents  of  those 
nations  on  April  6.  1994.  The  situation  has  also  worsened  in  Djibouti,  Eritrea, 
and  Ethiopia  due  to  below  normal  rainfall.  A  continuing  militaxy  offensive  in 
southern  Sudan  has  generated  increasing  numbers  of  displaced  persons  and 
refugees,  further  compounding  the  vulnerability  and  numbers  of  the  'at  risk* 
popuIadoiL 

•  In  Kenya,  Tanzania,  and  Uganda,  the  situation  has  improved  somewhat  as  the 
major  rains  began,  easing  fears  that  below  normal  rains  earlier  in  the  year 
heralded  a  major  droughL  However,  Tanzania  is  now  facing  a  major  crisis  with 
the  arrival  of  more  than  300,000  Rwandan  refiigees  in  the  country.  In  addidon, 
USAID  has  received  reports  that  100.000  people  in  the  northeast  comer  of 
Uganda  are  experiencing  serious  famine  conditions. 

•  In  Somalia,  the  number  of  displaced  persons  has  declined  since  the  beginning  of 
the  year,  and  the  food  aid  pipeline  is  fiilL  However,  the  security  simation  remains 
unstable,  and  there  is  a  contiiming  need  to  assist  a  large  number  of  resettled 
people. 

C        The  amount  of  emergency  food  needed  for  the  region  is  calculated  at  nearly  two 
[jninion  metric  tons  (MT)  —  and  at  an  estimated  cost  of  just  under  one  billion  dollars.^ 
The  U.S.  is  poised  to  orovidti  «««,""0  ^"'  of  food  valu^**  '^  appr""'""telY  53""  miwinn 
to  the  ten  countries  of  the  Greater  Horn  durinE  this  calendar  yeaf.  As  best  as  can  be 
determined,  the  rest  of  the  international  donor  community  has  pledged  to  provide  a  total 
of  670,000  MT.  Thus,  the  U.S.  will  be  providing  about  60  percent  of  all  donated  food  if 
all  current  pledges  are  met. 


*  UiiaiiBUCed  that  lBink>BO«nelooirfeoodwa!b*  needed  •d«i«|ioB«Br  the  I»»4eilendM'yof.  TW*  cBimate.  eafwat « 
Of  Juac  14.  1994.  it  bucd  oa  Ktoal  crap  tartji  axidactcd  br  USAlO.  ttc  WofA  Food  Ftofnoac,  lad  (be  Food  ud  Atnenlnin 
Orpodatioa  tod  osuoa  wmat*  niaUM  duiiat  tke  corrcat  icaiea. 
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ATTACHMENT     II: 

ESTI\UTED  NTJMBER  OF  "AT    RISK'    PEOPLE  IN  THE  GREATER  HORN 

AS  OF  JLTNT:  5,  1994 


COUNTRY 

DROUGFfl 

DISPLACED 

REFUGEES 

TOTAL 

- 

Burundi 

U20,000 

356,000 

1,676.000 

Djibouti 

100.000 

20,000 

120.000 

Eritrea 

UOO.OOO 

uoo.ooo 

Ethiopia 

6,700.000 

150,000 

6.850.000 

Kenya 

800,000 

300,000 

270,000 

U70.000 

Rwanda 

670,000 

1.600,000 

60,000 

2,330.000 

Somalia 

10.000 

350,000 

50,000 

410.000 

Sudan 

1,300.000 

3.000,000 

620,000 

4.920.000 

Tanzania 

412,000 

476,000 

888.000 

Uganda 

100,000 

440,500 

540400 

TOTAL 

11,592,000 

6470,000 

2,442^00 

20.604400 

Data  Source:  Drought  figures  come  from  USAID/AFR/REDSO  and  the  FEWS  project. 
Displaced  figures  come  from  USAID  Missions.  Refugee  figures  come  from  State/RF. 
Figiires  for  Bunmdi  and  Rwanda  should  be  viewed  as  best  estimates  given  the  highly 
fluid  simation  in  both  countries.  Some  estimates,  for  example,  put  the  number  of 
displaced  within  Rwanda  at  11  million,  with  the  number  rising  daily. 


10 


266 


However,  much  of  the  food  pledged  by  the  U^.  aod  other  douon  has  yet  to 
arrive.    As  a  result,  a  considerable  shorttall  in  needed  food  remains.  USAID  has 
recently  taken  decisive  aaion  to  speed  up  its  food  shipments;  several  hundred  thousand 
metric  tons  of  U.S.  commodities  will  be  arriving  much  sooner  than  originally  expected. 
By  contrast,  European  donors  indicated  that  they  may  not  meet  their  stated  pit  ges.  As 
a  last  resort,  it  may  be  necessary  for  the  U.S.  to  consider  using  its  Emergency  Wheat 
Reserve. 

During  the  course  of  its  trip  to  the  region,  the  delegatioaleamed  that  logistical 
prob'.enis  were  hampering  the  relief  effort.  The  major  regional  ports  have  varying 
capacities  to  handle  the  oa-going  and  e.Tpected  influx  of  food  and  other  relief 
commodities.  Mombasa,  the  largest  and  busiest  «)ort  in  the  region,  is  currently  badly 
congested.   More  than  800,000  MT  of  commercial  cargo  and  relief  supplies  are  currently 
piled  up  in  warehouses.  The  problem  stems  from  insufficient  transport  to  move  goods 
inland  and  lack  of  a  medtanism  for  coordinating  the  scheduling  and  delivery  of  food  aid 
shipments  to  the  region. 

Three  ports  with  a  combined  annual  offtake  capacity  of  2,200,000  MT  -  Asab, 
Djibouti  and  Massawa  -  are  also  experiencing  a  variety  of  problems.  Massawa  was 
badly  damaged  during  the  struggle  for  Eritrean  independence.  Asab  is  currently 
operating  well  below  capacity,  but  there  is  concern  that  its  aging  equipment  could 
collapse  imder  the  e.tpeaed  strain  as  food  shipments  pick  up  later  in  the  year.  Djibouti 
should  be  an  important  asset,  but  high  pilferage  and  poor  storage  argue  against  its  being 
used  heavily  unless  rapid  throughput  is  assured. 

The  eight  major  railroad  systems  in  the  region  are  in  various  stages  of  disrepair. 
The  overall  condition  of  the  region's  major  roads  is  generally  adequate  to  handle  the 
current  movement  of  relief  supplies  inland.  However,  secondary  roads  are  not  in  as 
good  shape,  which  means  that  distributioa  to  remote  areas  is  proving  difficult  in  mai^ 
coimches.   While  the  number  of  trucks  in  the  region  is  generally  sufficient,  many  are  old 
and  not  in  good  conditioiL  Eritrea  has  a  critical  shortage  of  storage  space.  On  a  more 
positive  note,  the  Greater  Horn  has  a  well-developed  air  transport  system.  That 
constitutes  a  major  asset  in  our  efforts  to  prevent  a  crisis. 

The  delegation  observed  that  U.S.  PVOs  and  indigenous  NGOs  are  playing  a 
strong  and  effective  role  in  addressing  the  current  emergency  by  assisting  the  Horn's 
most  vulnerable  groups  and  communities.  Their  community-based,  people-centered 
programs  are  critical  to  both  relief  and  development  assistance  efforts.  Like  the  U.S. 
and  other  donors,  they  are  affected  by  many  of  the  same  problems.  These  include  poor 
roads,  inefficient  government  policies,  and  natural  and  man-made  disasters.  They  asked 
that  we  and  our  donor  partners  use  our  influence  with  govenunents  in  the  region  to 
facilitate  their  operations  and  eliminate  botdenecks.  They  urged  donors  to  work  with 
governments  to  establish  policies  that  would  allow  tbsm  to  work  more  effectively  and 
directly  v,iih  grassroots  groups.  Because  they  work  a:  the  grassroots,  moreover,  their 
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operations  are  espedalJy  vulnerable  to  conflia  and  instability. 

In  sum.  the  immediate  challenge  for  the  U.S.  and  the  world  cocununiry  is  to 
prevent,  to  the  extent  possible,  the  current  emergency  from  escalating  into  a  full-blown 
crisis.   The  priorities  in  this  effort  are  clear: 

•         To  bring  an  end  to  the  slaughter  in  Rwanda  and  assist  the  survivors,  and  to 
prevent  a  similar  outbreak  of  violence  in  neighboring  BurundL 


• 


• 


To  continue  pressiLa  for  a  peaceful  resolution  of  the  conflict  in  Sudan  while 
providing  aid  to  the  viaims  of  this  tragic  war. 

To  monitor  the  1994  agricultural  season  in  the  Horn  to  determine  populations  at 
risk  and-emergency  food  aid  needs,  both  of  which  are  in  a  state  of  flux. 

To  encourage  other  donors  to  fulfill  their  food  aid  pledges  to  the  Horn  as  quickly 
as  possible.  The  UJ^.  Department  of  Humanitarian  Affairs  should  do  likewise 
and  should  provide  regular  updates  through  a  standardized  data  base  on  needs, 
the  status  of  pledges,  and  aoual  deliveries  to  the  region. 

Wherever  possfole,  to  encourage  donors  who  provide  emergency  assistance  in  cash 
to  use  it  to  purchase  food  from  within  Africa  in  order  to  insure  timeliness  of 
delivery  and  to  aeate  incentives  for  African  farmers. 

To  address  serious  logistical  problems  within  the  region  that  are  impeding  the 
delivery  of  urgently  needed  food  and  other  relief  in  conjunction  with  other  donors 
and  the  affeaed  countries. 

To  provide  health  services,  potable  water,  sanitation,  and  education  for  the 
millions  displaced  by  dvil  conflia  in  the  region  in  order  to  forestall  environmental 
and  humanitarian  catastrophes. 

To  actively  Caciliute  the  work  of  U.S.  PVOs  and  indigenous  NGOs. 
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IV.     FROM  RELIEF  TO  RECOVERY  TO  DEVELOPMENT 

Throughout  the  trip,  the  delegation  was  challenged  to  rethink  its  views  on  famine 
in  the  region  and  to  move  away  from  the  traditional  response  to  food  emergencies.  The 
evolution  of  the  current  crisis  in  the  Hora  reaches  back  generations.   During  the  Cold 
War,    the  Horn  of  Africa  became  militaiized  as  a  result  of  alliances  between  both  the 
U.S.  and  the  Soviet  Union  and  a  range  of  non-democratic  regimes.  It  remains  one  of  the 
most  beayilx  armed  regions  of  Africa  today.  With  militarizatioa  came  a  rapid  decline  in 
social  servicesand  under-inve  .tment  in  agriculture  which  contributed  to  the  gradual^and 

*steadyje£Qsion~ori5e"productive  capaclty-^f-smalMarmers.   Couplea  witn  raptd 

popSilatioti^owthi,  which  is  in  itself  a  cSflsequence  of  poverty,  declining  productive 
capacity  has  increased  vulnerability.   It  was  striking  to  note  that,  in  all  of  the  countries  of 
the  Greater  Horn,  families  can  move  fr-om  being  self-sufficient  to  being  totally  dependent 
simply  becausf-of  the  failure  of  one  rainy  seasoiL  This  fragility  results  from  ihe  failure 
to  address  the  long-term  stresses  that  have  afflicted  the  Greater  Horn. 

As  has  been  noted,  it  is  clear  that  what  is  now  a  collectioa  of  localized 
emergencies  within  the  Greater  Horn,  cotild  easily  be  transformed  into  a  widespread 
regional  crisis  of  alarming  proportions.  The  situation  requires  an  immediate  response 
designed  to  address  current  food,  health,  water,  and  shelter  needs,  and  to  prepare  for  or 
forestall  the  major  disaster  that  might  arise.  At  the  same  tiiiie,  the  delegation  concluded 
that  the  international  community  cannot  afford  to  continue  addressing  emergencies 
without  simultaneously  addressing  their  root  causes.  Failing  to  do  so  would  only  result  in 
greater  costs,  expanded  vulnerability,  and,  thus,  recurring  disasters  in  the  region. 

The  rellef-recovery-development  continuum  is  a  concept  that  informed  the 
delegation's  thinking  and  that  was  also  clearly  refleaed  in  the  views  of  official  and  non- 
governmental leaders  in  the  region,  as  well  as  other  donors.  This  strategic  framework 
requires  the  international  cotmmmity  to  shift  from  a  traditional  approach  which  has  been 
largely  reactive  (Le.  responding  to  recurrent  disasters  as  a  relief  problem  only)  to  one 
which  is  more  proactive  (Le.  looking  at  the  allocation  of  each  reUef  and  development 
dollar  in  terms  of  its  long-term  impact  and  effectiveness  in  addressing  root  causes  of  the 
crises).  Essentially,  employing  the  concept  of  the  relief-recovery-development  condnuum 
requires  Ijniring  relief  and  development  interventions  by  investing  relief  dollars  with  a 
view  to  developmental  goals  while  at  the  same  time  ensuring  that  development  assistance 
addresses  the  long-term  vulnerabilities  that  provoke  disasters. 

If  such  a  strategy  is  not  developed  and  implemented,  the  food  security  problems 
will  cease  to  be  cyclical  and  could  become  a  permanent  feature  of  the  human  landscape 
of  the  region. 
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MEDIL'M  TERM:     RECOVERY 


.  During  the  coune  of  its  visit  to  the  Horn,  the  deleganon  concluded  that  the 
region  faces  several  political  challenges  which  are  contributing  to  the  current  aisis  and 
impeding  long-term  development  efforts: 

Failed  states  that  lack  functioning  governments,  and  the  disorder  and  insecurity 
that  results; 

Lack  of  mist  among  governments  and  differing  perspectives  on  regional  problems; 

The  active  involvement  of  some  states  in  the  desiabilization  of  others; 

States  iferalyzed  by  tribal,  dan,  religious,  and/or  dvil  conflia; 

States  experiencing  difficult  political  transitions  that  have  serious  human  rights 
problems  and  only  limited  experience  with  democracy; 

States  governed  by  regimes  that  lack  transparency,  accountability  and  a 
commitment  to  addressing  the  real  needs  of  their  people; 

Challenges  arising  from  the  demobilization  of  former  combatants;  and 

Growing  numbers  of  long-term  refugee  and  displaced  populations  due  to  natural 
or  manmade  disasters,  and  the  absence  or  ^ure  of  efforts  to  reintegrate  these 
populations. 

The  U.S.  and  other  nations  face  major  constraints  in  addressing  these  challenges. 
No  nation  acting  alone  can  effectively  influence  all  of  the  countries  in  the  region, 
particularly  those  like  Somalia,  Sudan,  and  Rwanda  that  are  most  seriously  affeaed  by 
conflict.  There  is  also  some  reluctance  among  donon  to  tackle  difficult  polidcal  issues. 
The  problem  is  exacerbated  by  absent,  weak  or  ineffective  national,  regional,  and 
international  mechanisms  for  addressing  these  political  challenges. 

The  need  to  invest  in  rehabilitation  and  recovery  was  made  dear  to  die  delegation 
during  its  visit  Refugees,  internally  displaced  or  demobilized  ex-combatants  make  up  a 
significant  proportion  of  the  people  in  the  Greater  Horn  considered  to  be  *at  risk*.    In 
many  ways,  these  individuals  are  at  greater  risk  than  any  of  their  counterparts  for  the 
simple  reason  that  they  lack  land,  which  is  the  primaiy  asset  of  the  majority  of  people 
living  in  the  regioiL  Their  reintegration  reqtiires  not  only  provision  of  land  or 
repatriation  assistance  but  also  with  providing  them  with  the  rneams  to  produce  food.  In 
some  cases,  the  numbers  are  so  large  (i.e.  Eritreans  in  Sudan,  Somalis  in  Ethiopia,  and 
Sudanese  in  Ethiopia)  and  the  duration  of  the  dislocation  so  long,  that  reintegration 
requires  reconstructing  villages. 
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The  urgency  of  responding  to  the  needs  of  dislocated  people  was  evident  in 
Eritrea.  Three  years  following  the  end  of  a  thirty  year  wax  and  one  year  after 
independence,  the  Government  of  Eritrea  faces  enormous  challenges.  Over  20  percent 
of  the  population  has  been  dislocated  and  requires  assistance  in  order  to  successfully 
reintegrate  into  the  society  and  economy.   Failure  to  reintegrate  these  people,  who 
inclu'^e  refugees  returning  from  neighboring  counties,  demobilized  soldiers  and  their 
families,  war  victims  and  orphans,  among  others,  would  risk  their  permanent  dependence 
on  Government  assistance,  possible  internal  instability  and  decreased  production.  The 
delegation  believes  that  USAID  should  increase  develo:>ment  assistance  funding  for 
Eritrea  and  provide  the  necessary  staff  to  effectively  utilize  the  increased  assistance. 

To  make  the  transition  froui  relief  to  development,  the  delegation  was  convinced   | 
of  the  need  to  use  relief  assistance  as  creatively  as  possible,  for  example  by  supporting 
food-for-work  and  monetization*  programs,  and  the  purchasing  of  local  food  where 
possible  —  thus  supporting  and  stimulating  local  and  intra-regional  trade.  It  was  also 
clear  that  it  is  necessaiy  to  engage  in  activities  that  restore  productive  capacity  as  quickly  I 
as  possible.  -* 

In  the  case  of  Ethiopia,  the  delegation  was  told  by  President  Meles  that  every 
African  nation  runs  the  risk  of  becoming  a  failed  sute  if  people  lose  hope.  In  that 
country,  the  Govenxmem  has  adopted,  and  USAID  is  supporting,  a  policy  which  dictates 
that  there  will  be  no  free  food  distrfoution  except  in  those  cases  where  people  are  unable 
to  work.  Alternatively,  people  having  inadequate  food  supplies  are  provided  with  food  in 
exchange  for  their  partidpatioa  in  public  and  community  work  programs.  The  benefits 
of  this  foresighted  policy  are  dean  although  in  need  of  basic  assistance,  people  remain 
productive  and  can  maintain  a  sense  of  dignity  and  hope.  This  is  not  to  suggest  that 
food-for-work  is  a  panacea.  There  are  other  equally  worthy  programs  that  deserve 
continued  support,  such  as  maternal/child  health  activities  and  school  feeding  programs. 

The  need  to  eacourage  free  markes  and  to  stimulate  greater  intra-regioaal  trade 
was  illustrated  by  the  delegation's  visit  to  Kewfz.  At  the  urging  of  USAID,  die 
government  of  Kenya  reaaoved  key  trade  barriers  with  neighboring  Ugaada.  In  turn,  that 
led  Kenyan  traders  to  purchase  400.000  metric  tons  of  Ugandan  maize  in  order  to 
respond  to  the  large  food  defidt  in  Kenya.  These  commerdal  purchases  will  save  donors 
from  having  to  provide  substantial  food  assistance  to  Kenya.  At  the  same  time,  they 
have  provided  an  incentive  to  Ugandan  farmers  to  increase  production. 

If  the  international  community  is  to  respond  effectively  to  the  Hom  crisis,  it  must 
design  its  interventions  to  address  productive  capadty.  That  means  providing  assistance 
that  will  keep  farmers  active  as  long  and  as  extensively  as  possible.  It  also  means 


'    'Monetijaiioii'  refen  to  seUing  P.L-  ^SQ  food  commodiiies  in  host  oounu7  markets  to  jenerate  loal 
currency. 
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rehabilitating  those  producers  who  have  lost  their  ability  to  produce,  as  well  as 
reintegrating  returning  refugees  and  demobilized  soldiers. 

In  the  final  analysis,  however,  both  field  sites  and  discussions  with  people 
throughout  the  region  made  clear  the  need  for  long-term  strategies.  It  is  within  a  long- 
term  franiework  that  short  and  medium-term  strategies  must  be  designed  and  evaluated. 
By  adopting  a  long-term  strategy  and  then  fashioning  relief  and  rehabilitation  activities 
to  reflect  long-term  goals  and  objectives,  the  international  cora^iuniry  can  move  away 
from  pouring  billions  of  dollars  into  the  region  with  little  or  no  rerjn  and  toward 
investing  its  assistance  to  the  benefit  of  both  donors  and  the  peo,/le  of  the  regioL 

The  delegation  makes  the  following  recotmneaddtions  with  respect  to  recovery 
and  rehabiliutioa  efforts  in  the  Horn: 

•  Doners  should  actively  support  conflia  resolution  efforts  and  urge  other  donors  to 
do  the  same.  Because  democratic  instimtions  are  likely  to  take  yean  to  become 
effective,  it  is  essential  in  the  sbon-term  that  donors  support  African-based  and 
African-led  conflict  prevention  and  mediadon  mechanisms.  This  will  at  least  help 
avoid  tragedies,  such  as  in  Somalia,  Sudan,  Rwanda  and  Burundi,  which  are  costly 
in  human  and  financial  terms.  It  will  also  help  tnaintain  a  stable  envirooment 
within  which  democradc  insdiutions  can  be  nurtured,'  and  broad-based  sustainable 
development  can  be  promoted. 

•  Donors  should  support  dvic  associations  and  NGOs  that  serve  to  empower  the 
general  populace  and  enable  them  to  engage  their  governments. 

•  Over  the  medium  to  longer-term,  donon  should  strengthen  fledgling  democratic 
processes  and  institutions,  and  help  suppon  greater  respea  for  basic  human 
rights. 

•  Donors  should  develop  recovery  programs  designed  to  build  on  relief  efforts  and 
to  facilitate  longer  term  development,  including  demobilizadoa  and  reintegradon 
of  ex-cbmbatants,  repatriation  and  reintegration  of  refugees,  reintegration  of 
displaced  poptilatioas,  and  de-mining. 


B.     LONG-TERM:  iSUSTAINABLE  DEVELOPME^a' 

Addressing  the  recovery  and  rehabilitation  needs  will  be  necessary  if  the  region  is 
to  have  any  hope  of  prospering.  At  the  same  time,  the  region  faces  key  developmental 
challenges,  including  the  following: 

•         Chronic  food  insecurity  of  a  short  or  long-term  nature  due  to  inappropriate 
policies  and  production  technologies,  environmental  degradation,  recurring 
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drought  and  pestilence,  and  poor  infrastructure; 

•  Population  growth  at  rates  in  excess  of  food  production  increases; 

•  The  use  of  food  as  a  weapon  by  some  governments  and  political  movements  in 
the  region,  and  the  rei  ilting  need  to  depoliticize  food; 

•  Recurring  namral  and  manmade  disasters  ±at  drain  the  resources  of  states  and 
dcaors  and  limit  the  impact  and  effectiveness  of  development  interventiaos; 

•  High  child  mortality  and  illiteracy  rates,  and  high  incidence  of  disease,  including 
HIV/ AIDS;  diarrheal  and  vaccine  preventable  diseases,  such  as  laeasles;  and 
malaria; 

•  Poor  governance  typified  by  large  military  expenditures  that  drain  government 
resources  £rom  the  productive  and  social  sectors;  and 

•  Highly  vulnerable  and  growing  populations  that  lack  income -generating 
opportunities  and  that  have  only  a  limited  ability  to  accommodate  disrupdons  in 
the  agricultural  cycle. 

At  its  core,  a  Horn  strategy  must  involve  regional  acton  and  donors  working  in 
concert  to  fashion  a  comprehensive  approach  to  development  in  the  region  -  an 
approach  that  runs  the  spectrum  from  war  to  peace,  famine  to  prosperity,  and  from 
poverty  and  conflict  to  justice  and  stability. 

The  goal  of  this  strategy  should  be  to  reduce  chronic  food  insecurity  in  the  Horn 
by  decreasing  variability  in  agricultural  production^  increasing  household  access  to  food, 
liberalizing  markets  in  order  to  encourage  greater  intra-regional  trade,  harnessing  and 
managing  the  region's  water  resources,  and  laying  the  groundwork  for  sustainable 
development  in  the  regioiL  To  adiieve  this  goal,  the  delegation  believes  that  it  will  be 
necessary  to  address  both  immediate  short-term  issues,  as  well  as  loi^er-tenn  structural 
food  deficits,  in  a  coherent  and  coordinated  fiashion. 

The  delegation  also  concluded  that  the  scope  of  the  strategy  shotild  encompass 
countries  in  the  region  as  well  as  traditional  and  new  donors  to  the  regioa  In  essence, 
the  delegation  believes  that  chrotiic  food  insecurity  will  be  better  addressed  if  the  nadons 
of  the  Horn  come  together  to  exchange  informadon  and  ideas  and  coordinate  their 
efforts  to  address  food  insecurity  to  the  maximum  extent  feasi'ble. 

That  will  not  happen  quickly  or  easily,  however.  During  the  course  of  its  visit,  the 
delegarion  learned  that  diere  are  a  variety  of  technical  organizations  in  the  region  that 
are  addressing  the  issue  of  food  security.   However,  those  organizations  have  proven 
successful  largely  because  they  have  avoided  becoming  involved  in  difBcult  political 
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issues.    Similarly,  there  are  a  variety  of  organizatiotis  within  the  region  that  have 
attempted  to  address  political  issues  more  directly.    However,  these  organizations  have 
proven  largely  ineffective  because  of  the  lack  of  trust  that  currently  exists  between  the 
nations  of  the  Greater  Horn. 

As  a  result,  the  delegation  concluded  that  the  US.  Government  should  encourage 
and  support  efforts  to  promote  greater  networking  in  the  region  between  and  among 
technicaJ  organizations  that  are  addressing  the  food  security  issue,  as  well  as  among  U.S. 
PVOs  and  indigenous  NGOs.  The  U.S.  should  also  continue  efforts  to  strengthen  those 
regioaal  institutions  that  are  attempting  to  address  the  larger  polldcal  issues  that  have 
impeded  efforts  to  address  chronic  food  insecurity  in  the  Horn.  Fmally,  the  delegation 
believes  that  U.S.  should  take  the  lead  in  initiating  a  series  of  coostiludons  within  the 
region  to  build  suppon  for  efforts  aimed  at  addressing  chronic  food  insecurity. 

The  delegation  makes  the  following  recommendations  with  respect  to  long-term 
development  needs  in  the  Horn: 

•  To  encourage  Greater  Horn  Governments'  policy  focus  and  their  concentration  of 
indigenous  resources  on  the  root  catises  of  food  emergencies:  rampant  population 
growth,  ecological  degradation,  poor  governance,  and  failed  economic  policies. 

•  Development  efforts  should  be  focused  on  strengthening  local  capacity  to  prevent, 
mitigate,  and  manage  disasters.  A  major  strategic  objective  should  be  to  enhance 
food  security  through  inaeased  agrioiltural  productivity,  production  and  food 
availability,  enhanced  water  resource  management,  and  greater  intra-regional 
trade. 

•  Donors,  in  pannership  with  host  country  governments,  should  develop  a  long-term 
sxistainable  development  strategy  for  the  Greater  Horn  within  ±e 
relief/recovery/development  continuxmi  framework.  Existing  regional 
organizations  sudi  as  the  OrganizatioQ  of  AMczn  Unity  (OAU),  United  Nadons 
Economic  Commission  for  Africa  (EGA),  the  Intergovernmental  Authority  on 
Drought  and  Development  (IGADD),  and  other  regional  technical  agencies 
should  be  enlisted  to  assist  in  developing  and  applying  strategies  to  improve  food 
sectirity. 
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V.   ENHANCED  DONOR  COORDINATION 

It  is  apparent  that  donon  need  to  design  their  interventions  within  a  broader 
framework.    In  panicular,  donors  should  coordinate  their  resources  to  meet  boLh  shon 
term  emergency  needs  as  weL  is  longer  term  sustainable  development  requirements. 
With  regard  to  shon-term  issues,  the  focus  for  such  a  regional  framework  should  be 
disaster  prevention,  mitigation,  and  preparedness  through  enhanced  early  warning, 
coordinated  emergency  relief,  building  local  capacity,  and  strengthening  local  disaster 
management  capabilities.  With  respca  to  longer-term  issues,  the  focus  should  be  on 
increasing  agricultural  productioa,  reducing  population  growth  and  environmental 
degradation,  improving  the  policy  eavironment  (including  marketing  and  input  delivery 
systems),  and  facilitating  greater  networking  between  and  among  organizations  that  are 
addressing  food  security  issues,  as  well  as  between  U.S.  PVOs  and  African  NGOs. 

In  short,  it  is  dear  that  effectively  meeting  the  long-term  challenges  facing  the 
Horn  of  Africa  will  require  precise  and  consistent  coordination  involving  both  the 
countries  of  the  region  and  donors.  Achieving  this  level  of  coordination  will  require 
extensive  consultation  within  the  region  as  well  as  a  concerted  effort  between  and  among 
donors  and  international  organizadons. 

There  are  several  regional  and  continental  mechanisms  that  focus  on  the  Horn  of 
Africa.  The  Inter-Governmental  Autiiority  on  Drought  and  Development  (IGaDD)  is 
one  regional  body  with  a  mandate  to  coordinate  a  range  of  disaster-related  activides. 
Recently,  it  has  begim  acting  as  the  focal  point  for  conflict  resolution  activides  in  Sudan. 
But  IGADD  has  experienced  only  limited  success  to  date  and  does  not  include  aH  of  the 
nations  of  the  Greater  Horn.  Other  potentially  relevant  mechanisms  inchide  the  OAU, 
which  is  beadquanered  in  Addis  Ababa,  Ethiopia.  The  OAU  has  recendy  developed  its 
own  conflict-resolution  mechanism,  which  deserves  donor  support.  Working  with  the 
United  Nations  Development  Program  (UNDP),  the  ECA's  humanitarian  assistance  task 
force  has  developed  a  strategy  for  agricultural  production  and  food  security  for  the  Horn. 

While  the  capacities  and  requirements  of  U.S.  PVOs  and  African  NGOs  vary 
widely  throughout  the  region,  they  generally  recognize  that  broader  coordination  and 
collaboration  must  evolve  if  their  efforts  are  to  yield  greater  efficiencies  and  more 
profoimd  impacts.  Since  1991,  the  Horn  has  seen  the  emergence  of  a  number  of 
indigenous  NGO  bodies  focussing  on  policy  issues.  These  include  the  Inter-Africa  Group 
based  i^i  Ethiopia,  the  Regional  Ce.-.u-e  for  Human  Rights  and  Development  based  in 
Eritrea,  and  the  NGO  Networking  Service  based  in  Ethiopia,  which  covers  the  entire 
regioiL 

Donors  shotild  encourage  and  support  the  emergence  of  regional  networks  that 
link  indigenous  NGOs  together.  At  the  same  time,  African  NGOs  need  support  and 
technical  assistance  to  become  more  effective  in  their  work  with  local  communities. 
There  was  a  general  acceptance  by  both  American  PVOs  and  African  NGOs  that  more 
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could  b«  done  in  the  area  of  cjpaeiry  building.   One  way  this  could  be  achieved  is  by 
placing  a  renewed  emphasis  on  establishing  mentoring  relationships  and  partnerships 
between  American  PVOs  and  indigenous  NGOs.   Equally  impor.ant,  the  American 
groups  see  an  important  role  for  themselves  in  education  directed  at  the  American 
public  concerning  the  nature,  causes,  anc.  dimensions  of  the  challenges  facing  the  Horn. 

As  noted,  no  donor  body  currently  exists  to  deal  specifically  with  the  Horn  of 
Africa  although  the  Development  Assistance  Committee  (DAC).  bilateral  Consultative 
Group  meetings,  and  other  mechanisms  occasionally  provide  fora  for  addressing  issues  of 
regional  conceriL  In  1993,  donors  formed  the  Somalia  Aid  Coordinating  Body  (SACB), 
a  coordinating  mechanism  that  has  proven  useful  in  terms  of  sharing  information  and 
conveying  donor  unity  to  the  warrins  factions  in  Somalia.  However,  it  has  had  only 
limited  efifea  in  terms  of  strategically  harmonizing  donor  activities  on  the  ground  in 
Somalia.         *- 

It  is  dear  that  efforts  to  encotirage  donors  and  the  nations  of  the  Horn  to  operate 
within  a  shared  regional  framework  will  not  succeed  without  their  cooperation  and 
support  It  is  also  dear  that  the  regional  framework  that  is  needed  will  not  emerge 
without  strong  leadership.  In  short,  for  this  strategy  to  succeed,  it  must  be  a  collaborative 
effort.  A  new  organization  is  not  necessarily  the  answer  to  this  problem;  however,  a  new 
commitment  to  mtiltilateral  action  and  a  regionally-orientecf  strategic  approach  are 
essential 

Finally,  the  delegation  would  stress  once  again  that  its  recommendatioos  are  not 
intended  to  substitute  for  U^.'  and  other  donors'  existing  bilateral  programs  in  the 
region.  Those  programs  are  and  shouid  remain  the  building  blocks  for  this  regional 
initiative. 

The  delegation  recommends  that  the  U.S.  e-xerdse  leadership  to  energize  and 
stimulate  among  donor  countries  in  exploring  and  addressing  the  challenges  facing  the 
Horn.  Specifically: 

•  The  UJS.  should  share  widely  its  assessments  of  needs  in  the  Horn  based  on  its 
Famine  Early  Wanung  System  and  its  countiy-by-countiy  analysis. 

•  A  donor  support  group  should  be  formed  to  develop  a  comprehensive  multi-year 
plan  to  address  the  short,  medium,  and  long  term  diallenges  of  relief  recovery, 
and  development  in  the  Horn.   Governments  in  the  region  should  partidpate  with 
this  informal  group,  either  through  existing  regional  entities  or  on  a  bilateral 
basis. 

•  Donon  should  be  called  upon  to  share  accurate  data  on  shipments  of  food  to 
meet  the  region's  need  and  to  coordinate  arrival  dates  to  avoid  overtaxing  the 
ports  and  storage  facilities. 
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•  The  United  States,  other  donors,  and  intemadonaJ  organizations  should 
collaborate  in  developing  a  plan  for  meeting  immediate  regional  infra5Lracrure 
needs  and  will  also  suppon  longer-term  development  needs. 

•  Donors  should  work  together  to  develop  an  e  uitable  burden-sharing  axrangecent 
for  relief-related  efforts,  including  port  rehabilitation,  leasing  of  aircr?^  and  other 
urgently  needed  logistics  reqiuremenu. 

•  To  address  potential  infrastructure  bottlenecks,  planning  should  be  undenaken  to 
establish  international  donor  food  reserves/storage  sites  at  one  or  more  locations 
in  the  Horn. 

•  United  Nations'  agencies  should  coordinate  action  under  a  strengthened  UJ^. 
Department  of  Humanitarian  AJEfairs. 

VI.   CONCLUSION 

The  crisis  in  the  Horn  affords  the  donor  community  and  the  governments  of  the 
region  an  opportunity  to  restructure  the  traditional  ways  of  responding  to  man-made  and 
natural  disasters.  Historically,  relief,  recovery,  and  development  have  been 
compartmentalized  exercises. 

By  addressing  the  root  causes  of  the  current  food  insecurity  within  an  integrated 
relief/recoveiy/development  framework,  relief  efforts  can  become  a  flexible  and  aeative 
instrument  for  addressing  the  very  problems  which  have  aeated  this  complex  emergency 
in  the  first  place. 

Absent  a  shared  vision,  both  the  natiotis  of  the  Horn  and  international  donon  will 
continue  to  find  themselves  reacting  to  emergencies.  A  more  pro-active  stance  is  needed 
among  donors,  intemadonal  agencies,  and  the  nadons  of  the  Greater  Horn. 

One  of  the  striking  characteristics  of  the  region  is  that  despite  the  human  pain 
and  stiEering,  people  have  an  amazingly  resilient  spirit  and  a  determinadon  to  build  a 
better  future  for  themselves  and  their  children.  This  spirit,  combined  with  a  new  breed 
of  leadership  in  the  region  and  an  emerging  consensus  among  donors  on  a  new  strategy 
to  deal  with  the  crisis,  aeates  the  potential  for  an  opportunity-based  ^proach  to 
problem  soWisg. 

Efforts  to  prevent  crises  require  leadership.  That  leadership  and  strong 
comnutment  was  reflected  by  the  President's  directive  to  undertake  this  important 
initiative. 
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Kea  Hackett,  Executive  Direaor,  Catholic  Relief  Services 

TLm  Zimmennan,  U.S.  News  &.  Worid  Report 

Alvin  Bessent,  Newsday 

Patricia  GrifSths,  Block  Communicatioas  {Pittsburgh  Post-Cazeae  aod  Toledo  Blade) 

Chris  Hanson,  Seattle  Post-Intelligencer 

Paul  Brown,  Seattle  Post-IntelUgencer 

Reed  Kramer,  Africa  Sewswire 

Doug  Stepban,  Talk  America  Network 

Ellen  Ratner,  Talk  America  Network 
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ANNEX  2 

mNER.AJlY  OF  THE 
PRESIDENTIAL  DELEGATION  TO  THE  HORN 


Thundav.  Mav  26.  1994   Washington.  D.C 

7:00  pm  Administrator  Arvvood,  Stall  and  Delegates  depart  Andrews  AFB 

Friday.  May  27.  1994  Asmin.  Eritrea 

7:55  pm  .  Arrive  Asmara,  Eritrea 

Saturday.  May-28.  1994  Asmara.  Eritrea  -  Tessenev.  Eritrea  •  Addis  Ababa.  Ethiopia 

7:15  am  Briefing  on  Humanitarian  Issues 

9-JO  am  Site  Visit  and  Toor  of  Refugee  Sites  in  Tesseney, 

Eritrea 

9:30  am  Site  Visit  to  Nefisit,  Eritrea  •  Clinic  for  war  veterans  and  bmilies 

and  vocational/technical  retraining  center  for  wounded  Eritreans  of 
the  Civil  War 

3:30  pm  Tlie  Administrator  and  delegation  meets  with  President  Isaias  and 

Cabinet  Staff  followed  by  a  press  conference 

530  pm  Reception  with  PVOs,  government  official,  and 

donon 

Delegate  meeting  with  Organization  of  African  Unity,  Dr.  Edward 
Ointon 

9:10  pm  Depart  En  route  Addis  Ababa,  Ethiopia 

Sunday.  Mar  29.  1994.  Addis  Ababa.  Ethiopia 

9-30  am  Delegation  Briefing  by  Fred  Fischer,  REDSO 

Director 

11:30  am  Delegate  meeting  with  United  Nations  Economic  Commission  for 

Africa,  Chief  of  the  Technical  Cooperation  Office 

1:30  pm  Site  Visits  in  Nazareth,  Ethiopia 
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Reception  with  S«Qior  Transitional  Government  of  Ethiopia 

Ministers 


\Tondav.  May  30.  1994.  Addis  Ababa.  Ethiopia  •  Nairobi.  Kenva 

S;00  am  Breakfast  Roundtable  with  delegation  local  NGO  Partners  on  Relief 

to  Oevelopmeat 

10:00  am  Delesatiou  Meeting  with  Key  Economic  Ministers  of  the 

Transitional  Gov<;niment  of  Ethiopia 

11:00  am  The  Administrator  and  delegatloa  meets  with 

President  Meles 

12:30  pm  Lunch  hosted  by  Mimstzy  for  External  Economic 

Cocperatioa 

2:30  pm  The  Administrator  and  Delegation  meets  with  Ato  Simoo  Mecfaale, 

Head  of  Relief  and  Rehabilitation  Gimmission 

3:45  pm  Site  Visit  at  CARE  Food  For  Work  site 

5:30  pm  Press  Conference 

9:00  pm  The  Administrator  and  delegation  depart  for  Nairobi 


Tuesday.  MaT  31  1994.  Nairobi.  Kenva 

8:00  am  Briefing  by  country  teams  •  Rwanda,  Bunmdi,  Kenya,  Sudan. 

Somalia 

8:00  am  Congressman  Tony  Hall  led  pan  of  delegation  on  all-day  visit  to 

Rwanda  refugee  camp  in  Benaco,  Tanzania 

10:00  am  Hie  Administrator  and  delegation  meet  with  President  Moi 

10:00  am  PVO  and  Delegate  Roundtable  Discnssion  on  Food 

Secnrity 

11:00  am  Delegation  Site  Visit  to  USAID  fJamily  planning 

project 

11:00  am  Delegation  Meeting  with  Imemational  Committee  of  the  Red  Cross 
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Representative,  Jean-Daniel  Toux 
lisue:  Recent  trip  to  Rwanda 

11:30  am  The  Administrator  meets  with  General  DauUaire 

lisue:  Rwanda 


12  JO  pm  Lnnch  hosted  by  DCM  Michael  Southwick  for  major  humanitarian 

assistance  orgaoiiiatinas 

430  pm  Press  Availability 

6:00  pm  The  Administrator  meets  with  Human  Activists  Peter  Anyang  and 

Grace  Githu 

Wednesday.  Jane  1.  1994.  Nairobi.  Kenva  -  Rome.  Italv  «  Geneva.  Switreriand 

7:00  am  The  Administrator  and  Delegation  depart  Kenya 

1:35  pm  The  Administrator  and  Delegation  arrive  Rome,  Italy 

3:15  pm  The  Administrator  and  Delegation  meet  with 

Cardinal  Etcbegarray.  Head  of  Pontifical  Council  for  Peace  and 
Justice 

4:30  pm  Delegation  meeting  with  the  International  Fund  for  Agricultural 

Development,  World  Food  Program,  Food  and  Agriculture 
Organization 

8:15  pm  Depart  for  Geneva 

Thnrsdav.  Jnne  2.  19»4.  Geneva.  Switzerland  -  Bnissels.  Belgjnm 

9:00  am  Delegation  Meeting  with  Ambassador  Spiegel 

US  Missioa 

10:00  am  Tbe  Administrator  and  Delegation  meet  with  Sadako  Ogato, 

Commissioner.  UN  High  Commission  on  Refugees 

11:15  am  Hit  Administrator  and  Delegation  meet  with  Comelio  Sommaruga, 

President,  International  Committee  of  Red  Cross 

12:30  pm  Luncheon  hosted  by  Ambassador  Speigel  with  Ambassadors  from 

key  donor  countries 
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Africa 

Question.  In  your  statement  you  lay  out  the  importance  to  the  United  States  of 
maintaining  a  strong  development  program  in  Africa.  How  do  you  see  the  U.S.  bilat- 
eral program  ftindcS  through  the  Development  Fund  for  Africa  addressing  these 
needs? 

Answer.  The  bipartisan  creation  of  the  Development  Fund  for  Africa  (DFA)  in 
1987  required  USAID  to  change  the  way  it  did  business  in  Africa — the  countries  we 
tau-get,  the  types  of  aid  we  provide,  and  the  manner  in  which  we  carry  out  our  pro- 
grams of  assistance.  Under  the  DFA,  USAID  has  taken  a  longer-term  integrated  ap- 
proach to  Africa's  development;  we  are  systematically  addressing  the  root  causes — 
economic,  social  and  political — of  underdevelopment.  USAID's  efforts  under  the  DFA 
are  making  a  difference  in  the  Uves  of  Africans.  USAID  has  focused  resources  on 
Africa's  most  critical  development  problems  and  concentrated  assistance  in  those 
countries  committed  to  sound  economic  policies,  good  governance  and  democracy.  As 
a  consequence  of  this  new  approach  and  the  poutical  and  economic  reforms  which 
have  swept  across  Africa,  we  are  making  progress  and  achieving  results. 

Countries  where  we've  made  significant  contributions  in  promoting  economic 
growth  include  Malawi,  where  smallholder  farmer  incomes  have  increased  from 
$200  to  $700  since  1991,  and  Uganda  where  non-traditional  exports  increased  from 
$8  million  in  1987  to  $61  million  in  1992.  Supporting  many  of  these  economic  ad- 
vancement is  the  transition  towards  democratically  elected  national  governments. 
Nearly  two-thirds  of  the  countries  in  sub— Saharan  Africa  are  consolidating  their 
democracies,  having  successfully  conducted  free  and  fair  elections,  or  are  in  transi- 
tion to  a  democratically  elected  government.  In  preparation  for  the  history-making 
elections  of  April  1991,  USAID  provided  just  over  $35  million  in  support  of  the  elec- 
toral process  in  South  Africa. 

On  a  more  human  scale,  the  daily  lives  of  Africans  are  improving  as  a  con- 
sequence of  advancements  in  family  planning,  basic  education,  child  survival  and 
HIV/AIDS.  In  Guinea,  which  had  one  of  the  worst  education  systems  in  Africa,  there 
has  been  dramatic  progress  through  USAID's  support:  1900  new  classrooms  have 
been  built,  with  parents  contributing  20  percent  of  construction  costs:  2500  teachers 
have  been  shifted  from  secondary  schools  to  primary  schools  and  7000  teachers  have 
been  retained;  first  grade  admissions  have  doubled  and  overall  school  attendance 
has  increased  43  percent;  government  spending  on  education  has  expanded  from  14 

Eercent  of  the  budget  to  26  percent;  and  80  percent  of  the  primary  school  budget 
as  been  decentralized  to  loced  authorities. 

Stemming  Africa's  high  population  growth  rate  is  an  etrea  in  which  the  U.S.  has 
a  comparative  advantage,  and  USAID's  long  term  involvement  and  multiple  invest- 
ments are  now  making  a  difference.  In  Ghana,  contraceptive  prevalence  increased 
from  under  two  percent  in  1985  to  fifteen  percent  by  1993.  In  Kenya,  total  fertility 
rates  have  dropped  from  8.1  in  1977  to  5.4  in  1993,  while  the  mean  family  size  has 
declined  from  5.8  (1984)  to  3.7  (1993),  signifying  one  of  the  most  dramatic  declines 
in  total  fertility  that  has  ever  been  recorded.  In  Tanzania,  levels  of  modern  contra- 
ceptive use  have  doubled  almost  overnight,  from  six  percent  in  1992  to  12  percent 
in  1994. 

Excellent  progress  has  also  been  made  in  improving  child  survival.  Working  in 
concert  with  UNICEF  and  other  donors  to  strengthen  health  service  delivery  sys- 
tems, USAID  support  for  expanded  immunization  and  use  of  oral  rehydration  ther- 
apy are  saving  an  estimated  800,000  African  children  each  year. 

Population  Funding 

Question.  Last  year  the  Congress  provided  $450  million  in  funding  for  population 
programs.  What  is  the  planned  level  of  expenditure  for  this  year?  To  what  extent 
are  you  combining  other  development  programs  into  population  to  work  on  edu- 
cation and  other  factors  in  a  coordinated  effort  to  assist  with  family  planning? 

Answer.  In  FY  1994,  USAID  obligated  $475  million  for  population  programs  from 
all  accounts.  Expenditures  in  a  given  fiscal  year  are  typically  about  90%  of  obliga- 
tions. In  addition,  the  State  Department  provided  $40  million  to  UNFPA. 

Currently,  USAID  plans  to  obligate  about  $555  million  in  FY  1995  for  population, 
including  $450  million  from  the  population  account,  $75  million  from  the  Develop- 
ment Fund  for  Africa,  $15  million  from  ESF,  and  $15  million  from  NIS. 

USAID's  approach  to  sustainable  development  recognizes  that  there  is  a  strong 
sjmergy  between  family  planning  and  health  programs  and  basic  education.  USAID 
regards  educating  girls  (along  with  child  survival)  as  the  most  important  factor  out- 
side of  family  planning  and  related  health  interventions  in  a  comprehensive  popu- 
lation policy.  In  developing  country  strategies,  mission  are  strongly  encouraged  to 
make  the  most  of  the  very  potent  synergies  that  exist  in  family  planning  and  basic 
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education  programs.  In  addition  to  coordination  at  the  field  level,  the  Human  Capac- 
ity Development  Center  and  Population,  Health  and  Nutrition  Center  are  working 
collaboratively  to  develop  more  effective,  coordinated  strategies  and  programs. 

USAID's  new  Girls'  and  Women's  Education  Initiative  is  designed  to  increase  the 
number  of  girls  who  complete  their  basic  education  in  selected  USAID-assisted  coun- 
tries. Most  of  the  countries  where  this  initiative  will  focus  are  priorities  for  USAID's 
population  and  health  efforts  as  well,  including  Ethiopia,  South  Africa,  India,  Mo- 
rocco and  Egypt. 

West  Bank  and  Gaza 

Question.  Last  year  the  committee  provided  sufficient  ftinding  for  a  $75  million 
program  in  the  West  Bank  and  Gaza.  What  is  the  Status  of  this  program?  What 
is  the  funding  requested  for  Fiscal  year  1996? 

Answer.  In  Fiscal  Year  1995,  we  are  devoting  a  substantial  portion  of  the  $75  mil- 
lion available  to  job  creation  and  community  and  water/sanitation  infrastructure  ac- 
tivities that  will  produce  visible  changes  on  the  ground.  To  date,  we  have  notified 
Congress  of  our  intention  to  obligate  funds  for  the  following  activities  in  Fiscal  Year 
1995: 

— $15  million  to  implement  small  scale  community  infrastructure  activities; 

— $11  million  to  improve  the  stormdrain  and  wastewater  systems  in  Gaza  City; 
and 

— $18  million  through  a  World  Bank  trust  fiind  to  assist  the  Palestinian  Authority 
meet  the  costs  of  its  civil  administration. 

In  addition.  Fiscal  Year  1995  funds  will  support  ongoing  private  sector,  housing, 
democracy  and  U.S.  private  voluntary  organization  activities.  These  programs  will 
include,  among  other  initiatives,  projects  to  create  jobs  through  the  rehabilitation 
of  community  infrastructure;  and  technical  assistance  to  provide  support  for  free 
and  fair  elections. 

The  funding  request  for  Fiscal  Year  1996  is  $75  million. 

This  figure  is  in  accordance  with  the  U.S.  Government  pledge  following  the  Sep- 
tember 1993  signing  of  the  Declaration  of  Principles  between  Israel  and  the  PLO. 
The  U.S.  pledged  $500  million  over  a  five  year  period,  including  $375  million  in 
USAID  resources  and  $125  rr  lUion  in  programs  of  the  U.S.  Overseas  Private  Invest- 
ment Corporation.  These  funds  will  be  used  to  provide  critical  support  for  the  peace 
process.  They  will  address  immediate  assistance  needs,  such  as  helping  to  meet 
start-up  costs  of  the  Palestliiian  Authority,  and  they  will  aid  in  building  a  capacity 
for  sustainable  economic  growth  over  the  medium  and  long  term,  for  example  by 
strengthening  private  enterprise  capabilities  to  attract  investment  and  expand  mar- 
ket opportumties. 

Change.3  in  Assistance  Programs  to  NIS 

Question.  We  will  be  exploring  specific  issues  related  to  USAID  programs  in  the 
Former  Soviet  Union  at  a  hearing  later  this  week.  But  could  you  lay  out  for  us  your 
assessment  of  what  changes  have  been  made  in  the  U.S.  bilateral  program  to  make 
the  program  in  the  Former  Soviet  Union  more  effective  and  timely. 

Answer.  In  the  last  18  months,  USAID  has  put  sweeping  reforms  in  place.  The 
Agency  has  announced  the  closing  of  21  missions,  reduced  total  staff  from  10,600 
to  9,400  people,  begun  to  reduce  projected  design  to  implementation  time  from  27 
to  6  months,  started  to  fully  integrate  state-of-the-art  financial  management  sys- 
tems, completed  an  agency-wide  rightsizing  effort,  and  dramatically  opened  up  its 
procurement  process. 

In  the  NIS,  taxpayer  dollars  are  being  focused  on  reform  and  reformers,  with 
budgets  radically  scaled  back  in  non-reforming  countries  where  they  do  not  produce 
results.  We  have  cut  our  programs  to  Turkmenistan,  Tajikistan,  and  Azerbaijan,  to 
under  $10  million.  We  have  kept  assistance  to  Uzbekistan  at  just  over  $10  million. 
We  have  also  kept  the  Belarus  program  at  under  $10  million  and  focused  on  grass- 
roots activities. 

Non-performing  programs  are  being  terminated  or  phased  out,  and  fiinds  are 
being  shifted  to  higher  pay-off  activities.  Programs  that  have  been  cut  include: 

(1)  Public  education  on  the  market  economy  in  Russia — did  not  show  results  in 
the  mid-term  evaluation. 

(2)  Grain  storage  program — proved  less  urgent  than  anticipated  and  the  rush  to 
start-up  produced  poor  results. 

(3)  Public  Education  funds  in  Kazakhstan — judged  not  to  be  of  highest  priority  in 
the  context  of  limited  assistance  resources. 

(4)  Demonopolization  activities  in  Uzbekistan  and  Ukraine — the  local  counterparts 
were  not  ready. 
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We  are  striving  to  make  our  ongoing  and  new  programs  sharper  and  better  di- 
rected so  that  they  achieve  results  faster.  We  have  re-worked  programs  in  key  fields 
such  as  the  rule  of  law  and  small  business  development  to  get  better  results.  In  the 
area  of  land  reform,  we  have  made  successful  adjustments  in  both  Russia  and 
Ukraine.  In  Russia,  we  have  focused  on  urban  land  reform  and  on  developing  a  set 
of  models  for  farm  privatization.  In  Ukraine,  we  have  shifted  from  the  national  level 
to  local  private  programs  which  are  now  feeding  their  experience  up  to  the  central 
government,  resulting  in  presidential  decrees  and  national  support  for  the  local  ef- 
forts. 

The  Agency  has  done  ever3rthing  possible  to  take  the  NIS  assistance  program  "be- 
yond the  beltway"  and  into  America.  Through  December  1994,  over  52  percent  of 
the  total  number  of  all  contracts,  grants,  and  subcontracts  have  been  let  to  firms 
outside  the  Washington  metropolitan  area;  10  percent  are  with  other  U.S.  Govern- 
ment agencies;  and  less  than  38  percent  are  with  "beltway"  firms.  These  proportions 
represent  progress. 

Finally,  USAID  is  fully  engaged  as  an  active  partner  in  U.S.  foreign  policy  efforts 
with  respect  to  the  NIS  region.  We  have  taken  every  possible  measure  to  simplify 
our  relations  with  other  agencies  and  to  promote  a  common  approach  to  U.S.  policy 
objectives.  We  have  changed  the  way  in  which  we  make  interagency  agreements  to 
make  them  faster  and  eliminate  USAID  oversight  that  others  are  better  suited  to 
perform.  The  Assistant  Administrator  for  USAID's  Bureau  for  Europe  and  the  New 
Independent  States  has  personally  met  with  every  USG  agency  involved  in  assist- 
ance to  the  NIS  countries.  We  have  shown  how  the  USG  can  pull  together  to 
present  a  united  front  on  business,  energy,  environment,  space  and  other  issues  in 
our  national  interest. 


Questions  for  the  Record  Submitted  by  Congressman  Torres 

El  Salvador 

Question.  Prior  to  the  March  1994  elections  in  El  Salvador,  USAID  initiated  an 
emergency  effort  to  support  El  Salvadoran  NGOs  to  enhance  grassroots  participa- 
tion in  the  elections.  Will  the  next  efforts  to  strengthen  Salvadoran  NGOs  continue 
to  the  next  election  in  1997? 

Answer.  USAID  is  considering  amending  the  Democratic  and  Electoral  Processes 
Project  in  1996  to  add  additional  resovuxes  to  allow  USAID/El  Salvador  to  continue 
support  for  local  NGO  voter  and  civic  education  activities  in  preparation  for  the 
1997  municipal  elections.  Assuming  that  the  project  is  amended  and  that  funds  are 
available,  we  anticipate  committing  at  least  $500,000  of  the  amended  amount  to 
these  NGO  activities. 

Question.  I  believe  it  is  critical  that  we  use  U.S.  influence  in  El  Salvador  to  sup- 
port and  advance  the  process  of  peace  and  democratization.  We  recently  received  no- 
tification of  the  release  of  $25  million  in  Economic  Support  Funds  to  El  Salvador. 
I  trust  that  as  USAID  obUgates  these  funds,  they  are  again  being  conditioned  on 
compliance  with  the  remaining  elements  of  the  Peace  Accords.  Can  you  give  me  an 
update  on  progress  in  areas  such  as  the  land  transfer  program,  the  development  of 
the  National  Civilian  Police,  and  the  implementation  of  the  electoral  reforms  agreed 
to  by  both  the  winning  and  the  losing  candidates  in  the  last  Presidential  elections 
in  El  Salvador? 

Answer.  The  $25  million  in  Economic  Support  Funds  was  notified  to  Congress  but 
has  not  yet  been  obligated.  USAID/El  Salvador  will  condition  the  disbursement  of 
these  funds  on  continued  progress  in  the  implementation  of  the  Peace  Accords,  as 
well  as  other  areas. 

To  date,  USAID  has  been  the  principal  donor  providing  support  for  the  land 
transfer  program  ($60.1  miUion).  The  European  Economic  Community  and  Taiwan 
have  provided  $30.5  million  for  the  land  transfer  program.  As  of  February  28,  1995, 
the  Land  Transfer  Program  has  provided  land  to  18,801  beneficiaries  (51%)  out  of 
a  total  potential  beneficiary  population  of  37,049.  In  addition,  USAID  is  working 
with  the  GOES  to  facilitate  more  timely  and  accessible  credit  and  technical  assist- 
ance to  ex-combatants  and  civilians  in  the  ex-conflictive  zones. 

Progress  has  been  made  in  creating  a  single,  civilian  police  force.  The  National 
Civilian  Police  (PNC)  has  approximately  8,000  officers  deployed  throughout  the 
country.  By  the  end  of  1994,  the  former  National  Police  had  been  disbanded.  The 
performance  of  the  PNC  has  been  encouraging,  despite  their  still  insufficient  num- 
bers and  requirement  for  additional  training  and  equipment. 
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In  November  1994,  Salvadoran  President  Armando  Calderon  Sol  appointed  a 
multipartisan  commission  to  design  and  oversee  implementation  of  the  electoral  re- 
forms which  were  committed  to  by  the  candidates  during  the  last  elections.  USAID 
will  support  the  work  of  the  Commission  through  the  Democratic  and  Electoral 
Processes  project.  The  Presidential  commission  is  expected  to  announce  its  rec- 
ommendations in  April  1995. 

Minority  Serving  Institutions 

Question.  I  know  of  your  superlative  efforts  in  promoting  Historically  Black  Col- 
leges and  Universities  (HBCU).  How  does  AID  propose  to  work  toward  specifically 
assisted  USAID  projects  for  Hispanic  Serving  Institutions,  particularly  in  Mexico 
and  Latin  America?  Can  there  be  some  direct  involvement  of  HACU  (Hispanic  Asso- 
ciation of  Colleges  and  Universities)  as  well  as  AACC  (American  Association  of  Com- 
munity Colleges)? 

Answer.  The  Hispanic  Serving  Institutions  (HSIs),  as  a  community,  are  currently 
involved  with  USAID  projects  and  have  been  involved  for  a  while.  The  Agency  has 
developed  several  initiatives  to  increase  their  involvement.  The  AACC  and  HACU 
have  also  been  involved  with  some  of  USAID  activities  and  projects.  During  Fiscal 
Year  (FY)  1994  USAID  grants  were  awarded  to  the  following: 

1.  the  Hispanic  Association  of  Colleges  and  Universities  (HACU)  and  the  United 
Negro  College  Fund  (UNCF);  and 

2.  Florida  International  University. 

A  brief  description  of  projects  which  involve  HSIs  are  provided  below. 

Minority  on  Line  Information  System  (MOLIS)  several  years  ago,  a  memorandum 
of  understanding  was  signed  with  the  Department  of  Energy  to  continue  to  sponsor 
MOLIS  (an  on-line  database)  which  provides  information  about  HSIs  and  other  Mi- 
nority Serving  Institutions  (MSIs).  It  also  provides  information  about  federal  pro- 
curement opportunities,  conferences,  brochures  and  other  important  information 
needed  to  access  USAID  and  other  federal  agencies. 

United  Negro  College  Fund/Hispanic  Association  of  Colleges  and  Universities: 
During  FY  1994  a  $344,000  grant  for  a  technical  assistance  project  was  awarded 
to  the  United  Negro  College  Fund  (UNCF)  and  HACU.  This  two  year  project  will 
be  implemented  jointly  with  UNCF  and  HAC.  It  has  the  goal  of  expanding  the  par- 
ticipation of  HBCUs  and  HSIs  in  the  programs  of  USAID.  Through  a  series  of  work- 
shops and  conferences,  the  institutions  will  leara  better  grantsmanship  and  strate- 
gies for  accessing  USAID.  The  grant  will  also  assist  the  Agency  in  some  of  its  MSI 
efforts  to  ensure  timely  information  dissemination  about  HBCUs  to  USAID  staff  and 
to  expand  the  internationalization  of  those  interested  institutions. 

USAID  Participant  Training  Program:  A  sampling  of  placements  at  institutions 
of  higher  education  in  Florida,  Texas  and  California  reveals  that  a  number  of  HSIs 
were  used  as  training  sites  for  the  Participant  Training  Program.  In  FY  1994  thir- 
teen institutions  were  used  with  four  hundred  sixty-three  participants  assigned. 

Institutional  Awards 

USAID  has  awarded  several  grants  to  specific  HSIs  in  the  United  States.  During 
FT  1994,  the  Agency  awarded  $233,000  to  Florida  International  University.  During 
FY  1993,  the  Agency  made  the  following  awards  to  U.S.  Hispanic  Serving  Institu- 
tions (where  possible,  the  geographic  location  for  the  project  is  mentioned): 

1.  Florida  International  University  (Nicaragua,  Latin  America)  $5,163,600 

2.  University  of  Puerto  Rico  (Colombia)  $262,700 

3.  University  of  New  Mexico  (Kenya)  $150,000 

Center  for  Democracy  and  GtovERNANCE 

Question.  I  believe  that  USAID  needs  to  reaffirm  its  commitment  and  funding  to 
the  Office  of  Democratic  Initiatives  and  the  recently  created  Center  for  Democracy 
and  Governance,  specifically  for  Mexico,  El  Salvador,  Nicaragua,  Guatemala,  and 
the  Dominican  Republic.  There  are  important  elections  in  the  next  few  years  in 
these  countries  that  require  support  of  democratic  institutions  strengthening  activi- 
ties as  well  as  sustainable  development  and  participatory  regional  economic  integra- 
tion processes.  What  budgetary  priorities  will  these  programs  receive? 

Answer.  USAID  appreciates  and  shares  your  concern  that  key  democracy  activi- 
ties, specifically  electoral  support  for  Mexico,  El  Salvador,  Nicaragua,  Guatemala, 
the  Dominican  Republic  and  others  such  as  Haiti  and  Peru,  receive  priority  consid- 
eration and  funding.  The  activities  you  outlined  are  critical,  and  the  Bureau  for 
Latin  America  and  the  Caribbean  is  requesting  funds  to  support  these  important 
programs. 
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USAID  also  is  actively  engaged  in  supporting  the  Plan  of  Action  adopted  at  the 
Summit  of  the  Americas,  which  contains  initiatives  in  the  areas  of  strengthening 
democracy,  promoting  prosperity  through  economic  integration  and  free  trade,  eradi- 
cating poverty  and  iscrimination,  and  guaranteeing  sustainable  development  and 
the  conservation  of  our  natural  environment. 

Community  College  System 

Question.  I  believe  that  developing  coiintries,  if  given  the  opportunity  to  use  the 
experience  of  the  U.S.  conununity  college  system  in  specific  proiects  or  emulate  the 
models  within  their  own  borders,  will  nave  found  an  invaluable  tool  for  achieving 
their  own  social,  civil  and  economic  goals  at  less  cost  to  the  American  taxpayer.  Do 
you  see  a  role  for  the  community  cofieges  of  this  country  to  teach  individuals  to  be 
entrepreneurs,  technicians,  heal&  care  workers,  etc.,  through  both  on  site  and  "dis- 
tance learning  centers'7 

Answer.  Community  colleges  represent  one  segment  of  American  higher  education 
which  the  Agency  is  utilizing  to  provide  needed  technical,  vocational  and  entre- 
preneurial training  to  people  in  developing  countries.  For  exaniple,  the  Agency  has 
trained  nearly  2,000  individuals  in  the  Georgetown  University  Cooperative  Associa- 
tion of  States  for  Scholarships  (CASS)  Program.  Under  this  program,  15  community 
colleges,  3  junior  colleges  and  3  technical  colleges  are  providing  skills  training  to 
leaders  of  disadvantaged  groups  in  seven  Central  American  countries  and  Eastern 
Caribbean  states. 

Skills  training  in  the  CASS  program  typically  has  been  for  two  years  and  in  a 
wide  range  of  subjects:  agribusiness,  business  computer  service  and  operation,  elec- 
tronics and  medical  equipment  repair,  telecommunications,  ecotourism,  environment 
and  water  management,  industrial  maintenance,  industrial  quality  control,  fisheries 
technology,  food  science  and  technology,  small  business  management,  fashion  mer- 
chandising and  marketing  and  hotel  and  restaurant  management. 

Much  of  this  training  has  been  conducted  in  the  U.S.  However,  there  also  is  train- 
ing in  developing  countries  through  American  community  colleges  linked  with  tech- 
nical colleges  in  developing  countries.  For  example,  St.  Louis  Community  College, 
Harris-Stowe  State  College  (an  historically  black  institution)  and  a  consortium  of  18 
U.S.  community  colleges  have  had  a  partnership  with  five  technical  colleges  in  Guy- 
ana since  1993  to  assist  in  upgrading  Guyana  s  svstem  of  two-year  technical  edu- 
cation. Increasing  the  capability  of  the  managerial  and  tutorial  staff  members,  up- 
grading the  curricula  and  providing  tools  and  equipment  are  the  principal  program 
activities.  This  is  one  of  the  linkages  under  in  the  University  Development  Linkages 
project  (UDLP). 

Another  UDLP  competitive  matehing  grant  has  been  awarded  to  Sinclair  Commu- 
nity College  (in  Dayton,  Ohio)  and  the  Eastern  Iowa  Community  College  District, 
in  partnership  with  the  Center  for  Vocational  Education  at  Madras  University  in 
IncUa.  The  linkage  seeks  to  make  the  Indian  institution  a  self-sufficient  prototype 
for  the  delivery  of  vocational/technical  education  in  India. 

Question.  Congress  is  going  to  be  asking  many,  if  not  all,  federal  agencies  to  do 
with  less  appropriations.  Community  colleges  understand  the  problem  of  having  to 
do  more  with  less.  That  is  why  I  want  to  emphasize  that  these  colleges  are  posi- 
tioned to  assist  on  both  the  national  and  the  international  level  for  broad-based  eco- 
nomic growth,  protecting  human  health  and  the  environment,  and  encouraging 
democratic  models  abroad.  They  operate  in  a  multi-cultural,  multi-national  environ- 
ment with  people  in  transition.  This  is  similar  to  the  USAID  mission.  Do  I  have 
your  commitment  you  will  utilize  the  community  colleges  to  the  full  extent  allowed 
under  the  law  to  access  opportunities  for  worker  retraining  in  the  United  States  and 
for  carrying  out  programs  at  the  international  level? 

Answer.  The  Agency  recognizes  the  contribution  American  community  colleges  can 
make  to  its  program.  For  example,  three  of  the  40  Unkage  awards  in  the  University 
Development  Linkages  project  involve  five  individual  and  a  consortium  of  eighteen 
community  colleges  in  partnerships  with  higher  education  institutions  in  developing 
countries. 

In  addition,  the  Board  for  International  Food  and  Agricultural  Development  and 
Economic  Cooperation  (BIFADEC)  initiated  a  Community  College  Task  Force  late 
in  1993  tod)  examine  and  report  on  USAIiys  knowledge  and  use  of  the  resources 
of  community  colleges,  (2)  identify  community  college  programs  and  expertise  that 
support  USAID's  strategic  objectives,  and  (3)  consider  policies  and  means  to  facili- 
tate and  enhance  the  use  of  community  colleges  bv  the  Agency  in  carrying  its  objec- 
tives. The  Task  Force  report  is  expected  soon,  and  will  receive  careful  consideration 
and  wide  distribution.  The  chairman  of  the  Task  Force  is  Maxwell  King,  President 
of  Brevard  Community  College  in  Florida. 
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Involvement  of  Latino  Firms 

Question:  What  are  the  prospectors  for  involving  U.S.  Latino  firms  in  the  Center 
for  Democracy  and  Governance  initiatives  and  other  funding  programs  in  Latin 
America?  Can  ypu  please  provide  a  list  of  U.S.  Hispanic  firms  with  current  AID 
funding  in  central  America? 

Answer:  The  Global  Center  for  Democracy  and  Governance  endorses  the  Agency- 
wide  policy  of  awarding  contracts  to  entities  owned  by  people  of  all  races  and 
ethnicities.  This  includes  the  awarding  of  contracts  to  Hispanic-owned  entities  for 
democracy  and  governance  activities  in  Latin  America.  The  prime  criteria  that  the 
Agency  uses  is  to  select  the  firm  which  offers  the  greatest  ability  to  accomplish  the 
scope  of  work  for  which  it  is  tasked. 

It  should  be  noted  that  the  prospects  for  involving  U.S.  Latino  firms  are  diminish- 
ing slowly  but  steadily.  This  decline  is  due  to  two  principal  factors.  First,  invest- 
ment funds  for  USAID  have  been  reduced  markedly,  especially  in  real  dollars  and 
for  Latin  America  and  the  Caribbean.  Second,  as  Latin  America  and  the  Caribbean 
become  more  advanced  and  self-sufficient — in  part  thanks  to  innovative  investments 
and  assistance  from  USAID  over  the  years — there  is  more  "South-South"  collabora- 
tion and  in-country  capacity,  and  thus  less  need  to  call  upon  help  from  U.S.-based 
organizations. 

The  following  Hispanic-owned  entities  were  selected  to  implement  specific  USAID 
projects  and  are  currently  receiving  USAID  funding: 

El  Salvador 

Cambridge  Consulting  Corporation 
Clapp  &  Ma3Tie,  Inc. 

Guatemala 

Clapp  &  Mayne,  Inc. 
Honduras 

Velardi,  Bemai  I. 

Ramirez,  Sigifredo 

Nicaragua 

Global  Commerce  Corporation 
Dino  Siervo 

Panama 

R.J.  Miranda  &  Company 
Latin  America  Regional 

Florida  International  University  (which  is  classified  as  a  minority — i.e.,  His- 
panic— institution) 

Casals  and  Associates,  Inc. 

Information  concerning  the  contractors'  scopes  of  work  and  the  financial  commit- 
ment received  from  USAID  is  also  available. 

Office  of  Democratic  Initiatives 

Question.  What  is  the  role  of  USAID's  Advisory  Committee?  Are  policy  rec- 
ommendations submitted  by  the  committee  acted  upon  or  responded  to?  Does  the 
committee  have  an  oversight  role? 

Answer.  The  Advisory  Committee  on  Voluntary  Foreign  Aid  (ACVFA)  provides 
non-governmental  guidance  to  USAID  and  other  U.S.  Government  agencies  on  those 
aspects  of  U.S.  foreign  assistance  that  pertain  to  private  voluntary  organizations 
(PVOs).  Established  by  presidential  directive  in  1946,  the  current  ACVFA  is  com- 
posed of  23  members  from  arovmd  the  United  States,  whose  professional  affihations 
include  PVO's,  foundations,  and  poUcy  institutes.  Quarterly,  public  ACVFA  meet- 
ings help  demonstrate  democracy  in  action  by  affording  private  citizens  an  oppor- 
tunity to  communicate  their  views  on  foreign  assistance  policies  and  programs. 

USAID  responds  formally  to  ACVFA  recommendations  that  result  from  these  pub- 
lic meetings.  Over  the  past  year,  USAID  has  acted  upon  the  Committee's  rec- 
ommendations in  such  areas  as:  strategic  planning,  simplification  of  PVO  registra- 
tion, procurement  reform,  and  strengthening  the  USAID/PVO  partnership.  While 
the  Advisory  Committee  does  track  the  status  of  its  recommendations,  it  does  not 
perform  an  oversight  role;  rather,  the  ACVFA  serves  as  a  vehicle  for  consultation 
between  the  public  and  private  sectors  on  U.S.  foreign  assistance. 
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Return  on  Foreign  Aid 

Question.  As  a  Member  of  Congress,  I  continually  hear  a  certain  argument  made 
for  the  continuation  of  foreign  aid.  It  goes  like  this,  "Foreign  aid  builds  industry  and 
markets  overseas.  As  these  markets  develop,  it  creates  new  opportunities  for  Amer- 
ican business,  thus  we  generate  returns  on  our  investment."  My  question  to  you  is, 
roughly  what  is  the  overall  return  on  our  foreign  aid  dollars  (expressed  in  a  percent- 
age of  investment). 

Answer.  Several  factors  make  it  impossible  to  calculate  such  a  rate  of  return,  or 
other  summary  evaluations  of  costs  and  benefits,  even  in  cases  where  the  returns 
are  indisputably  high.  For  example,  hardly  anyone  contests  the  argument  that  the 
Marshall  Plan  generated  economic,  political,  and  security  benefits  for  the  U.S.  on 
a  scale  that  dwarfs  the  costs  in  terms  of  the  resources  we  provided,  even  though 
those  resources  were  remarkably  large  (9.5%  of  federal  government  outlays  and 
1.5%  of  U.S.  GNP,  roughly  ten  times  the  current  ratios).  But  it  is  impossible  to  cal- 
culate a  rate  of  return,  because  other  factors  also  contributed  to  the  recovery  in 
Western  Europe,  and  because  we  cannot  in  any  reliable  and  precise  way  estimate 
what  would  have  happened  without  the  Marshall  Plan. 

Similarly  our  exports  and  direct  foreign  investment  in  successful  developing  coun- 
tries are  large  and  growing  rapidly.  For  instance,  our  exports  to  Thailand  in  1993 
amounted  to  $3.8  billion,  and  are  growing  at  22%  annually.  We  provided  a  total  of 
about  $800  million  in  aid  to  Thailand  between  1961  and  1986.  [We  plan  to  close 
our  mission  in  Thailand  in  FY  1995]  Even  those  relatively  hard  data  do  not  permit 
a  rate  of  return  calculation  for  obvious  reasons.  But  they  illustrate  the  gains  to  the 
United  States  from  successful  development.  Further,  these  gains  accrue  quickly, 
rather  than  only  after  poor  countries  become  advanced.  For  instance,  U.S.  exports 
to  Ghana  and  Uganda  have  expanded  at  annual  rates  of  about  20%  between  1985 
and  1993.  These  represent  poor  countries  that — with  considerable  donor  supjwrt — 
have  reformed  their  policies  and  accelerated  growth. 

Some  would  argue  that  U.S.  foreign  aid  levels  are  too  small  to  be  plausibly  associ- 
ated in  a  significant  way  with  the  sort  of  overall  development  success  that  produces 
rapid  growth  in  economic  opportunities  for  U.S.  firms.  They  would  argue  that  U.S. 
assistance  is  so  small  as  a  proportion  of  recipient  GNP  or  foreign  exchange  receipts 
that  it  cannot  really  affect  overall  development  performance.  This  ignores  two  im- 
portant sources  of  leverage. 

First,  U.S.  official  development  assistance  is  a  critical  part  of  a  much  larger  donor 
effort,  launched  by  U.S.  leadership.  In  1960,  the  U.S.  provided  about  $12  billion 
(1993  dollars)  in  official  development  assistance  (ODA),  and  other  bilateral  donors 
provided  about  $11  billion.  U.S.  ODA  levels  have  remained  at  about  $10-$  12  billion 
annually  since  then,  while  the  contribution  of  other  donors  has  increased  dramati- 
cally. In  1992  the  U.S.  still  provided  about  $12  billion  in  ODA,  while  other  bilateral 
donors  provided  about  $62  billion,  a  fivefold  increase.  However,  in  1993,  U.S.  ODA 
levels  declined  by  about  $2  billion,  and  the  levels  of  other  donors  declined  by  about 
$4  billion.  There  is  every  reason  to  believe  that  a  major  decline  in  U.S.  foreign  aid 
would  result  in  major  declines  in  aid  levels  for  most  other  donors,  on  a  scale  that 
would  significantly  influence  development  performance  and  prospects  in  poor  coun- 
tries. 

Second,  the  contribution  of  U.S.  foreign  aid  to  economic  growth  is  not  to  be  meas- 
ured in  terms  of  increments  to  foreign  exchange  or  investment,  but  rather  by  its 
impacts  on  the  efficiency  with  which  these  resources  are  allocated.  U.S.  foreign  aid 
seeks  to  leverage  systemic  change  through  impacts  on  policies  and  institutions  that 
affect  the  productivity  of  resovirces  throughout  the  economy. 


Ql_nr>0     r\  r\r 


Tuesday,  March  7,  1995. 
PEACE  CORPS 

WITNESS 

hon.  carol  bellamy,  director 

Chairman's  Opening  Statement 

Mr.  Callahan.  Ms.  Bellamy,  good  morning.  Thank  you  for  com- 
ing. Excuse  me  if  I  occasionally  call  you  Belmany,  but  we  have  a 
very  prominent  family  in  Mobile  named  Belmany.  And  when  I  read 
the  first  four  letters  and  I  see  you,  I  think  of  prominence. 

Ms.  Bellamy.  Well,  thank  you  very  much. 

Mr.  Callahan.  And  therefore  occasionally  I  do  say  Belmany.  In- 
cidentally, they  are  in  the  funeral  home  business. 

Ms.  Bellamy.  Is  it  doing  as  well  as  the  moving  business? 

Mr.  Callahan.  But  thank  you  for  your  patience.  Thank  you  for 
coming.  Sorry  to  hold  you  up  so  long. 

As  you  know,  our  primary  focus  today  was  with  Mr.  Atwood,  and 
even  though  we  sort  of  merged  the  hearing  between  you  and  him, 
your  agency  enjoys  a  great  deal  of  respect  from  the  Congress,  from 
me,  from  the  American  people.  And  we  know,  as  you  enter  the  34th 
year  of  the  Peace  Corps,  that  you  are  steering  it  in  what  the  Amer- 
ican people  perceive  to  be  a  very  noble  cause,  a  very  professional 
cause,  a  very  dedicated  cause.  We  want  to  assure  you  that  while 
we  do  have  fiscal  constraints,  we  are  very  appreciative  of  the  ef- 
forts of  the  Peace  Corps  and  want  to  help  you  in  every  respect  we 
can. 

But  at  the  same  time,  it  doesn't  mean  that  you  will  not  undergo 
the  same  scrutiny  as  every  other  program  that  we  are  going  to  look 
at.  But  our  objective  today  is  to  learn  how  the  Peace  Corps  is 
changing,  how  you  are  trying  to  reduce  costs,  especially  administra- 
tive costs,  and  whether  your  agency  can  absorb  any  sensible  reduc- 
tions as  we  move  towards  a  balanced  budget  over  the  next  seven 
years  especially. 

Mr.  Wilson,  do  you  have  an  opening  statement? 

Mr.  Wilson.  I  don't,  Mr.  Chairman. 

Mr.  Callahan.  So  we  will  ask  you  to  understand,  as  I  did  when 
I  was  in  the  moving  business — at  one  time  I  was  a  salesman,  too, 
and  I  always  found  out  that  once  I  sold  the  housewife  on  moving 
with  Allied  Van  Lines,  the  best  thing  to  do  was  to  get  out  of  the 
house,  because  a  lot  of  times  you  talk  yourself  out  of  a  moving  job. 
So  you  already  have  a  great  deal  of  support  here,  and  I  know  that 
whatever  you  say  won't  change  this  committee,  but  if  you  could 
just  keep  your  remarks  as  brief  as  you  possibly  can. 
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Ms.  Bellamy's  Opening  Statement 

Ms.  Bellamy.  I  feel  like  I  just  should  say,  thank  you,  Mr.  Chair- 
man. I  appreciate  the  opportunity  to  come  before  you. 

I,  too,  have  a  formal  statement,  which  I  would  submit  for  the 
record.  I  would  like  to  try  and  make  some  brief  introductory  re- 
marks. 

I  must  say,  as  I  sat  here  thinking  about  the  fact  that  a  bit  more 
than  30  years  ago  I  myself  served  as  a  Peace  Corps  volunteer,  off 
in  the  jungles  of  Guatemala,  immunizing  little  children  and  work- 
ing with  mothers'  clinics,  I  never  envisioned  at  that  point  that  I 
would  have  an  opportunity  to  come  before  a  congressional  commit- 
tee to  speak  on  behalf  of  the  Peace  Corps.  I  am  very  honored  to 
do  that. 

My  claim  to  fame  in  this  position  is  that  I  am  the  first  Director 
to  have  been  a  Peace  Corps  volimteer,  so  I  am  glad  to  be  here  and 
advocate  on  its  behalf. 

Our  fiscal  year  1996  request  is  for  $234  million.  That  would  sup- 
port 7,000  volunteers  in  94  countries.  And  I  would  point  out,  and 
hope  it  will  be  shared  with  the  Members  of  the  subcommittee  that 
that  includes  some  265  Peace  Coips  volunteers  in  the  field  right 
now  representing  each  of  the  districts  which  the  Members  who  sit 
on  this  subcommittee  presently  represent.  So  I  hope  they  are  as 
proud  of  the  volunteers  who  are  in  the  Peace  Corps  as  we  are 
proud  of  them. 

I  would  like  to  touch  on  four  quick  points: 

One,  the  uniqueness  and  value  of  Peace  Corps; 

Two,  our  mission; 

Three,  how  we  are  carrying  that  mission  out  in  mid- 1995,  head- 
ing toward  the  21st  century;  and 

Fourth,  touch  briefly  on  a  couple  of  the  steps  we  are  taking  to 
try  and  run  Peace  Corps  as  effectively  and  efficiently  as  possible. 

I  think  that  Peace  Corps  is  among  the  programs  that  this  com- 
mittee considers  quite  unique.  We  do  not  provide  money  to  coun- 
tries; we  provide  American  volunteers.  The  taxpayer  can  see  where 
their  dollars  go.  These  dollars  go  into  the  volunteers.  In  the  range 
of  U.S.  assistance,  our  particular  role  is  direct,  grass-roots  assist- 
ance to  people  of  need.  You  can  see  what  our  volunteers  do;  it  is 
tangible,  it  is  real  volunteers  helping  real  people  improve  their 
lives.  That,  is  one  of  the  reasons  that  Peace  Corps  enjoys  such 
strong  support  among  the  American  people. 

And  having  talked  about  tangible  benefits,  I  would  argue,  as 
well,  there  are  some  intangible  benefits.  There  is  the  goodwill  that 
Peace  Corps  programs  generate  overseas.  For  many  people  around 
the  world,  the  only  American  they  have  ever  met — in  the  old  days, 
I  would  say,  "the  only  American  they  have  ever  seen,"  but  I  must 
admit  they  see  everything  from  MTV  to  Dallas  these  days — ^but 
very  often  the  only  American  they  have  ever  met  actually  is  that 
Peace  Corps  volunteer. 

There  is  also  the  value,  again  hard  to  quantify,  of  having  Ameri- 
cans who  understand  the  people  and  cultures  around  the  world,  the 
people  and  cultures  of  the  hemisphere  in  which  we  live,  or  the  peo- 
ple and  cultures  in  the  Arab  countries  of  Morocco  or  Tunisia,  or  in 
the  countries  of  the  former  Soviet  bloc,  which  were  previously 
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closed  to  the  West,  or  indeed  the  people  and  cultures  of  the  African 
continent. 

And  finally,  I  think  there  is  an  extraordinary  value  to  this  coun- 
try, to  America,  of  having  thousands  of  Americans — indeed,  we  are 
now  140,000  returned  volunteers — who  have  the  international 
skills  that  America  needs  to  function  successfully  in  this  increas- 
ingly global  economy  in  which  we  exist.  So  that  is  the  value  and 
uniqueness,  I  think,  of  Peace  Corps. 

Peace  Corps'  mission:  Well,  I  am  asked  often,  you  were  a  volun- 
teer 30  years  ago;  things  must  be  much  different  now.  And  I  say, 
in  many  ways,  it  is  much  different;  in  many  ways,  it  is  very  much 
the  same.  Aiid  I  would  start  by  saying  that  what  is  still  the  same, 
and  in  my  opinion  ought  to  be  the  same,  is  basically  the  mission 
of  Peace  Corps.  And  I  speak  not  only  as  somebody  who  served  in 
government,  but  I  have  spent  half  my  life  in  the  private  sector;  you 
understand  in  the  private  sector  that  if  the  mission  of  your  com- 
pany, of  your  business,  is  a  solid  one  and  gives  you  an  anchor,  then 
you  can  build  on  whatever  that  mission  is. 

And  the  Peace  Corps'  mission  basically  is,  one,  to  provide  those 
volunteers,  to  provide  technical  assistance  overseas,  and  that  is 
what  our  volunteers  do;  and  two,  there  is  the  contribution  to  mu- 
tual understanding,  that  hopefully  people  in  other  countries  will 
have  a  slightly  better  understanding  of  what  America  is  about,  and 
hopefully  America  will  have  a  slightly  better  understanding  of 
what  other  cultures  are  about.  That  is  our  mission.  It  has  remained 
the  same.  I  believe  that  is  a  valid,  strong  mission. 

The  secret  of  our  success  is,  we  work  at  the  grass-roots  level.  It 
is  not  always  just  the  mud  hut  in  the  middle  of  the  jungle.  We  have 
volunteers  in  cities  and  we  have  volunteers  in  rural  areas,  but  they 
are  living  at  the  community  level.  They  learn  the  language.  We 
train  in  over  250  languages.  You  can't  just  yell  at  somebody  louder 
in  English  in  the  Peace  Corps.  Our  volunteers  learn  the  languages, 
they  communicate  with  the  people  in  their  communities.  They  live 
in  the  communities.  They  serve  for  two  years,  they  immerse  them- 
selves in  the  local  culture  and  the  language.  They  earn  a  subsist- 
ence allowance. 

Now,  having  said  that  the  mission  has  remained  the  same  and 
anchored  Peace  Corps,  what  we  do  changes,  obviously,  because  the 
world  changes.  Our  volunteers  work  in  a  variety  of  programmed 
areas.  Our  agriculture  volunteers  today,  for  example,  still  work,  be- 
cause it  is  so  important,  in  basic  food  production;  in  seed  diver- 
sification, for  example,  in  Guatemala,  or  crop  rotation  in  Niger,  but 
they  are  also  working,  with  the  people  in  places  like  the  Baltic 
countries  in  various  areas  of  agribusiness,  in  the  conversion  of 
these  humongous  state-run  farms  into  something  that  is  more  en- 
trepreneurial, something  that  is  more  related  to  the  free  markets 
today. 

Our  health  volunteers  still  work,  because  it  is  so  important  on 
childhood  immunization  or  oral  rehydration  or  simple  prenatal 
health  care,  but  they  are  also  working  today,  at  the  requests  of  the 
governments  in  Cameroon,  for  example  and  in  Thailand,  for  exam- 
ple on  AIDS  education  and  prevention,  to  try  and  deal  with  this 
terrible  scourge. 
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Our  environment,  our  education  volunteers,  work  in  areas  as  di- 
verse as  solid  waste  management  in  the  Ivory  Coast — ^that  is  a  nice 
way  of  saying  "garbage,"  what  do  you  do  about  your  garbage — to 
teaching  in  the  classrooms  to  building  in  an  environmental  compo- 
nent in  the  classrooms  in  places  like  Hungary  or  places  like  Pan- 
ama. 

And  finally,  just  as  one  other  example,  our  business  volunteers 
range — and  we  have  a  vast  growing  request  for  them;  we  are  a  de- 
mand-driven organization  in  what  they  are  doing  from  access  to 
credit  for  artisans  in  Ghana,  to  working  on  privatization  in  the 
Ukraine.  We  happen  to  have,  right  now,  the  former  General  Coun- 
sel of  the  Mennen  Corporation  as  one  of  our  business  volunteers  in 
the  Ukraine,  working  on  privatization.  His  wife  is  a  teacher,  and 
he  got  hooked  on  Peace  Corps  when  he  visited  his  daughter  a  cou- 
ple years  ago,  who  was  a  volunteer  in  agriculture  in  Niger. 

So  it  is  the  diversity  of  what  our  volunteers  do  today,  trying  to 
meet  the  needs  of  the  world. 

The  final  point  I  want  to  make  is  what  we  are  trying  to  do  to 
run  Peace  Corps  as  efficiently  and  effectively  as  possible.  And  the 
folks  back  at  the  Peace  Corps  know  I  say  often  that,  in  my  view, 
just  because  Peace  Corps  is  a  small,  do-gooder  organization  doesn't 
mean  it  should  be  any  less  well  run  than  some  old,  big,  boring  or- 
ganization. And  indeed  I  believe  the  challenge  to  Peace  Corps  is  to 
run  it  as  efficiently  as  possible;  and  I  think  we  are  trying  to  do 
that. 

But  I  want  to  make  a  point.  I  want  to  make  the  point  that  when 
I  came  to  Peace  Corps,  I  think  Peace  Corps  was  being  well  run.  I 
am  not  one  of  those  people  that  come  before  you  and  tell  you  that 
I  found  an  agency  that  is  badly  run,  and  thank  goodness  I  am 
there,  and  I  turned  it  around.  I  actually  think  Peace  Corps  has  had 
some  pretty  good  Directors,  has  consistently  been  pretty  well  run; 
but  we  can  always,  each  of  us,  add  something  on  top.  We  are  trying 
do  that. 

I  will  start  out  with  this:  This  year  we  will  put  into  the  field  500 
more  volunteers  than  last  year,  and  we  will  do  it  virtually  at  the 
same  budget  as  last  year.  So  by  making  some  adjustments,  doing 
some  streamlining,  running  things  a  little  bit  more  efficiently,  we 
have  been  able  to  increase  the  number  of  volunteers  in  the  field  at 
the  very  same  amount  of  dollars,  and  thereby  basically  reduce  the 
cost  per  volunteer — if  you  divide  the  number  of  volunteers  into  our 
total  budget — ^by  about  $2,000  per  volunteer  this  year.  I  feel  very 
proud  about  that. 

We  have  moved  forward  to  streamline  in  several  areas.  We  are 
doing  bulk  purchasing  of  things  like  computers  and  vehicles  at  this 
point.  We  are  just  about  to  include  a  review  of  our  information 
management  systems  so  that  as  we  invest  in  those  systems,  we  will 
be  investing  in  something  that  makes  sense.  We  reviewed  our  re- 
gional recruiting  offices.  We  have  closed  three  of  those  offices,  con- 
solidated those  efforts  so  that  we  can  recruit  out  of  the  remaining 
offices  that  we  have,  but  we  have  reduced  by  three.  We  have  gone 
onto  Internet  for  purposes  of  some  of  the  recruiting  that  we  are 
doing. 
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We  have  revised  our  medical  screening  procedures.  We  are  tak- 
ing a  look  at  our  whole  recruiting  procedure  to  try  and  reduce  the 
time  which  it  takes  us  to  recruit  our  volunteers. 

So  I  am  committed  to  assuring  you  that  we  believe  the  way  to 
make  sure  we  do  our  job  and  the  job  we  think  Americans  want  us 
to  do  is  to  try  and  do  it  as  efficiently  as  possible. 

To  sum  up,  I  think  that  Peace  Corps  is  truly  one  of  America's 
success  stories.  I  think  that  Peace  Corps  is  the  best  of  what  Amer- 
ica is  about,  and  I  am  proud  of  that.  I  can  take  no  credit  for  that, 
having  just  come  there,  but  I  believe  over  the  years  it  has  proven 
to  be  an  American  success  story. 

I  think  we  have  been  good  stewards  of  the  taxpayers'  dollars.  We 
have  responded  to  changes  over  the  years,  and  attempted  to  do  it 
as  efficiently  as  possible.  We  have,  as  I  said,  this  year  put  more 
volunteers  in  the  field  at  the  same  cost.  That  is  my  commitment, 
as  the  Director,  to  make  sure  we  run  our  agency  efficiently. 

And  I  think,  finally,  there  is,  if  I  might  put  my  Wall  Street  hat 
on,  having  spent  half  my  life  on  Wall  Street,  I  think  Peace  Corps 
is  a  good  investment,  and  there  is  a  good  return  on  that  invest- 
ment. We  are  effective  in  providing  Low-cost,  grass-roots,  sustain- 
able development  overseas.  We  generate  a  great  deal  of  goodwill  for 
America  overseas.  And  as  well,  as  I  said  in  the  beginning,  I  believe 
we  make  a  contribution  to  the  United  States  through  the  skills  and 
the  enhanced  strength  of  our  volunteers  when  they  return  to  this 
country  in  their  ability  to  participate  in  this  one-world  economy 
today. 

I  will  stop  at  this  point.  I  will  be  glad  to  answer  any  questions 
that  you  or  any  Members  of  the  committee  might  have;  and  since 
some  are  not  here,  if  they  wish  to  submit  some,  we  would  answer 
those  as  well. 

[The  statement  of  Ms.  Bellamy  follows:! 
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Statement    by 

Peace  Corps  Director  Carol  Bellamy 

before    the 

Subcommittee   on   Foreign   Operations 

Committee    on    Appropriations 

House   of  Representatives 

March  7,   1995 


Mr.  Chairman,  Members  of  the  Subcommittee,  it  is  a  pleasure  to 
appear  before  you  today  to  provide  an  overview  of  Peace  Corps' 
budget  request  for  fiscal  year  1996  and  the  grass  roots  programs  it  is 
designed  to  support.     I  am  particularly  proud  to  be  here  before 
Congress  as  the  first  Director  of  the  Peace  Corps  to  have  served  as  a 
Volunteer.     When  I  went  to  Guatemala  in  1963,  Peace  Corps  was  still 
in  its  infancy.     But  just  last  week  the  Agency  marked  its  34th 
anniversary.     This  is  a  remarkable  achievement,  one  in  which  all 
Americans   should   take   great  pride. 

Mr.  Chairman,  Peace  Corps'  budget  request  for  the  next  fiscal 
year  is  $234  million.     These  funds  will  provide  direct  and  indirect 
support   for   approximately   7,000  American   Volunteers   in   94 
countries.     Although  our  budget  is  funded  through   the   foreign 
assistance  account,  I  would  argue  that  Peace  Corps  is  unique  among 
the  programs  your  Subcommittee  will  consider  this  year.      Peace 
Corps  does  not  provide  money  directly  to  countries.      Instead,   we 
send   talented   Americans  from  all  backgrounds   to  help  people  at   the 
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grass  roots  level  in  needy  communities  to  build  a  better  life.     Because 
Peace  Corps  is  a  people-to-people  program,     Volunteers  are  having  a 
real  impact  on  the  lives  of  real  people  in  the  communities  where 
they  live  and  work.     For  many  people  around  the  world,  a  Peace 
Corps   Volunteer  is   the   only   American   they   have  ever  met. 

But  just  as  the  developing  world  benefits  from  Peace  Corps,   I 
also  believe,  Mr.  Chairman,  that  America  benefits  as  well,  even 
though  it  may  at  times  be  difficult  to  quantify.      Sending   Volunteers 
around   the   world   is   a  powerful   symbol   and   represents   what   is   best 
about  our  country  and  its  people:     our  ability  to  meld  a  spirit  of 
idealism   with   a  practical,   common-sense   approach   to   helping   people 
learn  to   help   themselves.      Volunteers   make   a  very   positive 
contribution   to  America's  engagement  in  the  world.      You   may   be 
interested   to  know   that  last  year  more   than    100,000  Americans   took 
the  time  to  contact  Peace  Corps  about  serving  as  a  Volunteer. 

Moreover,   in   practical   terms,   when   Volunteers   return   from 
their  two-year  tours  of  duty,  they  bring  back  with  them  new  skills,  a 
wealth  of  knowledge,   and   a  strong  appreciation  of  other  countries 
and  cultures.     Since  the  first  Volunteers  arrived  in  Ghana  in   1961, 
more   than    140,000   Americans  have   served   in    128   countries.      Many 
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of  them  have  since  assumed  important  roles  in   business   and 
industry,  the  foreign  service,  the  arts,  and  government.     Indeed,  Six 
Members  of  the  House  of  Representatives  and  one  Senator  are 
returned    Peace   Corps    Volunteers. 

Other  Volunteers,   after   serving   overseas,   return   to   their 
communities   to  do  equally  important  work   in   education,   health, 
economic  development,  and  other  forms  of  public  service.     You  may 
be  interested  to  know,  Mr.  Chairman,  that  the  Members  of  this 
Subcommittee    represent    265    Volunteers    currently    serving    around 
the  world.     And  I  would  be  willing  to  bet  that  significant  numbers  of 
returned   Volunteers   are   serving   their  communities,   in   one   capacity 
or  another,   in   your  districts. 

The  core  elements  of  serving  as  a  Volunteer  haven't  changed 
much  over  the  last  three  decades,  and  they  are  at  the  heart  of  our 
continuing  success.     Peace  Corps  Volunteers  make  a  two-year 
commitment  to  learn  the  local  language,  live  among  and  at  the  level 
of  the  people  with  whom  they  will  work,  and  earn  a  subsistence 
allowance  that  in  most  cases  averages  about  $230  per  month.     They 
work  in  places  where  the  comforts  of  life  that  you  and  I  often  take 
for  granted  do  not  exist. 
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But  we  have  also  taken  steps  to  make  sure  that  Peace  Corps  as 
an  institution  can  change  to  meet  the  changing  development  needs   of 
the  people  we  serve.     So  let  me  tell  you  about  some  of  the  work  that 
Volunteers  are  doing  in  the  four  regions  we  operate  to  earn   the 
continuing   support   of  so   many   Americans. 

Today,   Volunteers   are   training   teachers   and   providing 
instruction   in  English,   science,  and  math   to  thousands  of  students 
who  would  otherwise  not  have  access  to  basic  education.     They  are 
conducting   child   immunization   and   pre-natal    health    care   programs    in 
remote  villages  where  access  to  health  care  is  limited  or  non- 
existent.     Volunteers   are   bringing   modern   farming   techniques   to 
rural   communities   to   increase   agricultural   production   on    small    family 
farms.     And,  reflecting  the  evolving  needs  of  many  countries  in  the 
developing  world,   we  have  seen  a  significant  increase  in  demands  for 
Volunteers   to  lend   their  skills   in  environment  and   business 
development. 

In   33   African  countries.   Volunteers   are   working   with 
individuals,   community   leaders,   and   the   growing   numbers   of  non- 
governmental   organizations    to   strengthen    local    institutions    and    help 
ordinary  Africans   take  charge  of  their  own  development.      Volunteers 
in  Malawi,  and  Cote  d'lvoire  are  providing  local   governments   with 
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advice   and   expertise  to  meet  the  growing  problems   associated   with 
rapid   urbanization,   such  as   solid   waste  disposal,   housing   shortages, 
and  water  sanitation.      Last  year  in   Benin,   Volunteers   worked   with 
other   international    organizations    and    successfully   reduced    the 
number  of  Guinea  worm  cases  by  64%.     And  at  the  request  of  our 
host  countries.   Volunteers   are  joining  other  international   efforts   to 
educate  people  on  ways  to  stem  the  spread  of  HIV/AIDS,  one  of 
Africa's  most  serious  public   health  concerns,  and  one  which   is   taking 
a  tragic  toll   on   hundreds  of  thousands  of  African  children   and   adults. 

Peace  Corps  has  a  long-standing  relationship  with  the  people  of 
the   Western    Hemisphere,   and    Volunteers   in    the    Inter-American 
region  are  doing  some  outstanding  work.     In  Costa  Rica,  Guatemala, 
and  Honduras,   they  are  supporting  efforts   to  slow  destruction   of  vital 
rain  forest  areas.     In  some  remote  areas  of  Ecuador,  where  some  of 
the   leading  causes   of  death   among   children   are   from   preventable 
diseases,  Volunteers  are  the  only  people  working  in  rural  health 
clinics  and  conducting  child  nutrition  programs.     And  in  Bolivia,  one 
Volunteer  established  a  bakery  for  children  in  an  orphanage.     The 
children   are  learning  skills  from  the  Volunteers  and  saving   some  of 
the  proceeds   from   their  sales   to  help   them   live   independently   when 
they   leave    the   orphanage. 
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Although  the  Asia  and  Pacific  region  is  renowned  for  its 
remarkable   economic   growth,   there   are   still   many   countries   and 
communities   that   face   enormous   development  challenges.      In   Nepal, 
one   of  the   world's   poorest  countries.   Volunteers   trained   more   than 
500  teachers  in   math,   science,  and  English  last  year,   and   helped 
develop  safe  water  supplies  for  55,000  Nepalese.     Last  year  in 
Thailand,    Volunteers    helped    construct    tree    nurseries    that    produced 
85,000   tree   seedlings   to   support   efforts   to   restore   the   country's 
depleted  forests.     And  in  Fiji   and  Western   Samoa,  they  are  helping 
women  learn  how  to  gain  access  to  credit  for     expanding  economic 
opportunities. 

Finally,  Peace  Corps  remains  a  leader  in  sustaining  and 
strengthening    the   transition    to   democracy    and    free    market 
economies  in  Eastern  and  Central  Europe,  the  Baltic  states,  and   many 
of  the  republics  of  the  former  Soviet  Union.     Since  1990,  Peace  Corps 
has  initiated  new  programs  in   18  countries  in   the  region,  and  much 
of  our  work  has  been  at  the  grass  roots  level,  helping  ordinary 
people   make   the  difficult  changes   associated   with   this   transition. 
Like  every   organization   that  sought  to  help  these  countries   in   the 
first  months  after  the   fall  of  communism.  Peace  Corps  experienced   its 
initial  share  of  frustrations.     But  we  recognized   the  problems  and 
have  since   taken   steps   to  correct  them. 
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In   the   last  five  years.  Volunteers  have  taught  English— the 
language   of  international   business— to   more   than    100,000   students 
throughout  Eastern   and  Central  Europe  and  the  former  Soviet  Union. 
In  Russia,  they  have  helped  establish  nine  Business  Centers   that  have 
become   important  sources  of  advice  and   information   for  new 
entrepreneurs.      In  the  Czech  Republic  and  Poland,   Volunteers  are 
working    with    non-governmental    organizations    and    local    governments 
to   strengthen    environmental    awareness   and    overcome   years    of 
environmental   neglect   in  one  of  the  region's   most  polluted   areas,   the 
so-called   "Black  Triangle."      Volunteers  in  Ukraine  have  produced 
regular  columns   in   local   papers  on   privatization   and   foreign 
investment,   and   several   of  them   have   appeared   on   radio   and 
television   programs   devoted   to   education   about   free   market 
economics.      In   Armenia,  two  Volunteers   helped  establish   the 
country's    first   independent  radio   station,   which    broadcasts    news, 
music,  and  education  programs  to  the   1.5  million  people  in  the 
Yerevan    area. 

Mr.   Chairman,  Volunteers  are  the  embodiment  of  Peace  Corps, 
and  as  long  as  I  am  Director,  we  will  not  lose  sight  of  this  fact.     But 
while   Volunteers   are  doing  their  jobs  overseas,   here  in   Washington 
we  have   taken   a  number  of  important  steps  to  ensure  that  Peace 
Corps  is  a  model  for  how  a  government  agency  should  operate. 
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For  example,  in  fiscal  year  1994  we  fielded  about  3,500  Peace 
Corps  trainees.      In  fiscal  year   1995   we  expect  to  send   3,900  trainees 
into  the  field,  and  we  will  do  it  with  about  the  same  budget.     Over 
the  last  year  we   have  closed  three  recruiting  offices  across  the 
country.     By  changing  the  way  we  do  business  at  Peace  Corps,  we 
have  reduced   the  total   annual  costs  of  recruiting,   training,   placing, 
and   supporting   each   individual   Volunteer  in   the   field   by 
approximately   ten   percent.      We  also  are  taking   steps   to   modernize 
our   information,    communication,    and    recruitment    systems    that    will 
reap  financial   savings   in   the  years   ahead.      And   under  the   leadership 
of  Vice  President  Gore,  we  are  actively  participating  in  the  second 
phase  of  the  National  Performance  Review. 

Looking  to  fiscal  year  1996,     and  our  ongoing  efforts  to 
improve  our  performance,      we  will  continue  to  make  reductions   at 
headquarters   and   in   our  regional  recruiting   offices   so   that   reductions 
in  the  number  of  Volunteers  is  the  choice  of  last  resort.     But  some 
reductions  in  the  field  are  inevitable.     Before  the  end  of  fiscal  year 
1995,  we  will  close  Peace  Corps'  operations  in  Seychelles  and  the 
Cook  Islands,  suspend  our  operations  in  Nigeria,  and  close  our 
education  program  in  Costa  Rica.     We  also  intend  to  reduce  the 
number  of  Volunteers  in  Thailand  by  50%  before  the  end  of  fiscal 
year    1998.  ....  -, 
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Mr.  Chairman,  Peace  Corps  takes  its  responsibilities  to  the 
taxpayer  seriously.     Based  on  my  own  experience,  both  as  a  returned 
Volunteer  and  now  as  Director  of  the  Agency,  I  can  tell  you  that 
Peace  Corps  is  a  wise  investment  for  our  country  and  the  people  with 
whom  we  work  in  the  developing  world.     It  is,  I  believe,  one  of  this 
country's  great  success  stories.     It  is  a  source  of  both  pride  and 
inspiration  for  many  Americans,  and  a  source  of  help  and  hope  for 
many    less   fortunate   people   around   the   world. 

Let  me  close  by  saying,  Mr.  Chairman,  that  if  requests  for  more 
Volunteers  is  any  sign  of  success,  I  think  the  President  of  Kazakhstan 
said  it  best  when  the  first  group  of  Volunteers  arrived  in  his  country. 
President  Nazarbayev   said,   "A   hundred   Volunteers   is   wonderful,   but 
it  is  not  enough.     I  would  like  to  see  thousands  here." 

Thank  you   again   for  the  opportunity   to   appear  before   you 
today.     I  would  be  pleased  to  answer  any  questions  you  and  other 
Members   of  the   Subcommittee   might  have. 
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PEACE  ^CORPS 


PEACE  CORPS  DIRECTOR  CAROL  BELLAMY 

Carol  Bellamy  was  named  by  President  Bill  Clinton  and  confirmed  by 
the  United  States  Senate  in  1993  to  head  the  Peace  Corps.  She  is  the  first 
returned  Volunteer  to  direct  the  33  year  old  agency.  The  Peace  Corps 
currently  has  6^00  Volunteers  in  more  than  90  countries. 

Prior  to  being  named  Peace  Corps  Director,  Ms.  Bellamy  was  a 
Managing  Director  in  the  Public  Finance  Department  at  Bear  Stearns  &  Co. 
From  1986  to  1990,  she  was  a  Principal  at  Morgan  Stanley  &  Co. 

Ms.  Bellamy's  career  includes  significant  public  sector  service, 
including  five  years  in  the  New  York  State  Senate  (1973-77).  In  1978,  she 
became  the  first  woman  President  of  the  New  York  City  Council,  a  position 
she  held  until  1985. 

Ms.  Bellamy  graduated  from  Gettysburg  College  in  1963.  She  was  a 
Peace  Corps  Volunteer  in  Guatemala  for  two  years  (1963-65),  running  a  school 
lunch  program  and  broadcasting  a  radio  show  on  health  and  diet  in  Spanish. 
She  returned  to  the  United  States,  graduated  from  New  York  University 
School  of  Law  in  1968  and  worked  as  an  associate  at  Cravath,  Swaine  and 
Moore,  where  she  concentrated  in  corporate  finance  matters.  She  is  also  a 
former  Fellow  at  the  Institute  of  Politics  of  the  Kennedy  School  of 
Government  at  Harvard  University. 

Ms.  Bellamy  was  bom  on  January  14,  1942,  in  Plainfield,  New  Jersey. 
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MANAGEMENT 


Mr.  Callahan.  Thank  you.  And  I  would  agree  with  you  that  your 
predecessors  have  done  yeomen  work  in  preparing  this  agency  for 
you  to  run  and  that  you  are  doing  the  same. 

You  mentioned  the  fact  that  some  larger,  more  boring  agencies 
are  not  run  exactly  like  the  Peace  Corps.  I  will  agree.  Maybe  we 
ought  to  have  a  prerequisite,  maybe  we  can  take  it  to  the  adminis- 
tration, to  tell  them  that  to  run  some  of  these  boring,  big  agencies, 
maybe  they  ought  to  go  back  and  get  some  former  Peace  Corps 
members  to  take  over.  But  still,  we  have  to  justify  to  the  commit- 
tee, to  the  Congress,  your  request,  and  then  we  have  to  justify  it 
to  the  House. 

Candidly  speaking,  one  of  the  reasons  that  probably  we  are  going 
to  be  able  to  pass  a  foreign  operations  bill  is  because  we  have  agen- 
cies such  as  the  Peace  Corps  included  with  some  of  the  more  con- 
troversial programs  we  have  to  include.  So  if  we  extracted  the 
Peace  Corps,  it  would  diminish  our  ability  to  pass  a  foreign  oper- 
ations bill.  So  we  are  going  to  be  asking  you  to  lobby  for  the  entire 
bill  in  order  to  save  your  agency. 

BUDGET  REQUEST 

But  a  quick  calculation  of  your  budget  request,  124  million  of  the 
234  million  is  for  direct  volunteer  support  and  training,  but — so 
what  is  the  other  110  million  used  for?  I  understand  that  manage- 
ment, recruitment  and  budget  are  expensive,  but  110  million  is  a 
lot  of  overhead  for  a  $124  million  program. 

Ms.  Bellamy.  We  are  in  a  one-product  line,  and  that  product  line 
is  the  volunteer.  We  recruit,  we  train,  we  support  the  volunteer.  I 
would  argue,  and  the  way  we  look  at  our  budget,  is  that  we  believe 
that  it  is  justifiable  to  indicate  that  85  percent  of  Peace  Corps' 
budget  really  goes  to  direct  volunteer  support. 

And  I  don't  want  to  underestimate  how  important  recruitment  is. 
I  will  point  out  that  we  received  last  year  over  100,000  inquiries 
about  Peace  Corps.  We  get  more  applications  in  each  year  than  we 
are  able  to  take  into  Peace  Corps,  which  is  why  I  tried  to,  living 
within  the  same  budget,  grow  the  Peace  Corps. 

But  I  also  point  out  that  we  are  a  demand-driven  organization. 
In  other  words,  the  way  we  respond  to  countries  is  to  try  and  meet, 
if  we  think  we  can,  their  requests  for  technical  assistance.  It  isn't 
just,  gee  wouldn't  it  be  nice  if  you  took  some  PeSce  Corps  volun- 
teers. And  so  those  functions  that  I  would  put  in  the  administrative 
function,  are — most  of  them  are  refluired  government  functions.  We 
can  try  and  run  them  as  efficiently  as  possible. 

But  we  have  a  General  Counsel,  we  have  an  Insi)ector  General's 
office,  we  have  a  Budget  office.  And  those  are  the  primary  govern- 
mental functions  that  we  have — and  a  Purchasing,  a  Contracts  of- 
fice— that  we  have.  All  the  rest  of  the  folks  go  to  support  the  volun- 
teers; Everything  else  is  really  focused  on  volunteers. 

The  amount  of  money,  for  example,  that  we  spend  in  training  a 
volunteer  costs  us  more  during  the  training  period  than  when  that 
volunteer  is  in  field.  On  the  other  hand,  we  take  seriously  training. 
We  train  in  language,  cross-cultural,  health  and  safety,  and  tech- 
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nical.  And  without  that  training,  we  think  our  volunteers  couldn't 
be  as  effective  as  possible. 

So  I  would  argue  that  the  difference  in  terms  of  the  direct  volun- 
teer support  and  administrative  support  is  closer  to  85/15. 

Mr.  Callahan.  Charlie. 

RUSSIA 

Mr.  Wilson.  Are  you  doing  an3rthing  in  Russia? 

Ms.  Bellamy.  Yes,  sir,  we  are. 

Mr.  Wilson.  What  are  you  doing? 

Ms.  Bellamy.  We  are  actually  in  eight  of  the  former  Soviet 
Union  countries  at  this  point,  at  their  request,  including  Russia. 
We  are  not  in  Moscow  with  a  program.  We  made  this  determina- 
tion early  on,  because  we  figured  everybody  else  would  be  there. 

We  basically  have  volunteers  in  two  general  locations  within 
Russia,  one  in  the  western  part  of  Russia,  around  the  Saratov, 
Nizhny  Novgorod,  Volga  River  area,  and  one  in  the  Vladivostok 
area.  Our  program  in  Russia,  to  date,  has  been  all  business  volun- 
teers. 

In  a  number  of  the  NIS  countries,  we  have  had  English  teachers, 
English  as  a  second  language,  and  business  volunteers.  But  in  Rus- 
sia, up  to  this  point  it  has  been  all  business  volunteers. 

We  are  now  about  to  amend  that  at  their  request  in  the  Far  East 
to  also  possibly  have  some  forestry  volunteers  as  well. 

Our  business  volunteers  have  worked  in  a  number  of  ways.  In 
business  centers  they  serve  as  advisers  not  to  an  individual  busi- 
ness, but  to  entrepreneurs  or  potential  entrepreneurs  who  come  to 
this  center. 

retired  volunteers 

Mr.  Wilson.  Are  your  volunteers  basically  retired  businessmen? 

Ms.  Bellamy.  Well,  some  are  older,  some  are  middle-aged,  some 
are  younger.  The  majority  of  them  have  MBAs,  I  will  tell  you,  and 
several  years  of  experience;  not  all.  You  know,  as  I  always  point 
out,  Bill  Gates  didn't  finish  college.  It  doesn't  mean  he  is  not  a  good 
businessperson.  They  all  have  to  have  some  business  experience. 

The  average  age  of  our  volunteers,  particularly  in  Russia  and  in 
the  NIS,  tends  to  be  older.  So  I  would  tell  you  most  of  them  at  a 
minimum  are  mid-career.  But  their  experience  can  range  in  every- 
thing from  accounting  to  marketing  to  sales,  so  there  is  a  variety 
of  different  areas  of  business.  Some  are  teaching  business,  some 
are  operating  out  of  these  business  centers.  Some  were  working  in 
what  you  would  consider  to  be  regional  governments,  the  oblasts. 
In  fact,  a  number  of  the  heads  of  oblasts  recently  were  in  to  visit 
with  us.  That  is  a  project  that  has  worked  okay,  not  as  well  as  we 
would  have  hoped,  so  we  are  reducing  the  number  of  volunteers 
working  at  that  level  and  increasing  the  number  of  volunteers 
working  in  business  education. 

BUDGET  REQUEST 

Mr.  Wilson.  What  is  this  year's  budget  request,  and  how  does 
that  compare  with  last  year's  request? 

No,  how  does  it  compare  to  last  year's  appropriated  money? 
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Ms.  Bellamy.  Last  year's  budget — direct  appropriation  was 
$219.7;  and  then  there  was  a  transfer  from  the  NIS  fund  of  $11.6. 
So  the  total  budget,  was  $231  miUion. 

The  proposed  administration  budget  is  $234  million.  I  would 
point  out  that  basically  fiscal  year  1995,  at  $231,  was  virtually  the 
same  as  fiscal  year  1994.  So  we  have  been  virtually — and  I  sit  here 
very  aware  of  the  budget  constraints — ^but  virtually  a  flat  budget 
for  the  last  three  years. 

Mr.  Wilson.  Whom  do  you  report  to? 

Ms.  Bellamy.  Well,  the 

Mr.  Wilson.  The  Peace  Corps  Board? 

Ms.  Bellamy.  No.  The  Peace  Corps  is  an  autonomous  agency,  so 
the  Peace  Corps  Director  is  an  autonomous  official  reporting  to  the 
President.  I  obviously  work — we  work  closely  with  the  other  organi- 
zations in  the  whole  area  of  foreign  relations. 

I  always  say  Peace  Corps  is  part  of  overall  foreign  relations,  but 
Peace  Corps  autonomy  has  historically  existed  from  the  days  of 
Dean  Rusk,  who  said  to  make  Peace  Corps  an  instrument  of  foreign 
policy  would  take  away  its  role  of  really  contributing  to  foreign  pol- 
icy. 

But  we  coordinate  with  the  State  Department,  we  coordinate 
with  AID,  we  coordinate  with  others;  but  it  is  an  autonomous  agen- 
cy. 

Mr.  Wilson.  Thank  you. 

START-UP  problems 

Mr.  Callahan.  I  know  the  GAO  had  a  report  indicating  that 
there  were  a  lot  of  problems  on  the  start-up  in  Russia,  and  I  guess 
the  NIS  states,  too.  What  kind  of  problem  did  you  experience  in 
Russia,  or  the  former  Soviet  Union,  that  you  did  not  experience 
when  you  went  to  Peru?  What  was  the  difference? 

Ms.  Bellamy.  I  actually  think  some  of  them  were  quite  similar. 
So  you  could  say  to  you  to  yourself,  hmmm,  30  years,  we  should 
learn  from  some  of  those  mistakes. 

Let  me  start  out  by  sa3dng  that,  on  balance,  I  believe  the  GAO 
report  was  quite  accurate  in  pointing  out  a  number  of  the  problems 
we  confronted  and  some  of  the  mistakes  that  we  made.  Some  of 
them  were  regular  start-up  problems,  just  growing  pains,  that  as 
much  as  we  try  and  avoid  them  every  time  we  go  into  a  new  coun- 
try, some  of  them  occur.  Some  were,  I  would  say,  as  a  result  of  hav- 
ing gone  into  so  many — there  were — for  us,  a  large  number  of  coun- 
tries, eight  or  nine  countries  very  quickly. 

We  have  actually  gone  into  or  reentered  30  countries  since  1990. 
And  we  were  doing  this  quite  quickly.  We  went  around  some  of  the 
procedures  that  we  had  in  place  in  the  past,  and  as  a  result,  en- 
countered staff  turnover  of  a  much  higher  rate  than  we  should 
have,  volunteer  dissatisfaction  of  a  higher  rate  than  you  would  ex- 
pect. 

At  the  same  time,  we  were  also — we.  Peace  Corps  and  all  the 
other  organizations  going  into  this  part  of  the  world,  were  going 
into  a  part  of  the  world  that,  while  from  the  facade,  if  you  will,  it 
looks  like  we  should  understand  it,  we  had  very  little  understand- 
ing of  this  part  of  the  world.  There  are  many  systems  that  didn't 
exist. 


307 

To  be  going  into  an  African  country  or  a  Latin  American  country, 
there  at  least  was  a  financial  system  in  place  in  many  parts  of  this 
world;  there  wasn't  even  a  financial  system  in  place  in  the  NIS.  So 
the  bottom  line  is,  we  ran  into  some  problems  we  would  have  in 
any  case;  we  ran  into  some  problems  we  made  of  our  own  doing. 
We  have  tried  to  rectify  some  of  those. 

I  would  point  out  in  response  to  the  GAO  report  that  my  letter 
in  the  report  does  begin  to  identify  a  number  of  steps  that  we  have 
taken.  We  have  improved  and  strengthened  our  language  training 
for  both  stafT  and  our  volunteers.  We  are  more  accurate  in  telling 
our  volunteers  what  to  expect  and  what  they  are  going  to  be  doing 
over  there.  We  just  clearly  overpromised.  I  say  a  bit  facetiously,  but 
I  think  we  promised  some  of  our  Russia  One  volunteers — that  is 
the  first  group  in  Russia — ^that  each  one  would  single-handedly 
convert  the  entire  Russian  economy  to  a  free  market  economy  in 
about  six  months;  and  we  were  wrong  and  we  overpromised. 

We  have  stabilized,  in  most  of  the  countries  that  we  are  in,  our 
staffing.  I  am  prepared  to  acknowledge  that  nothing  is  perfect,  but 
there  are  still  a  couple  of  countries,  Uzbekistan  for  one  and  the  Far 
East  program  in  Russia,  that  still  are,  in  my  opinion,  not  satisfac- 
tory as  far  as  I  am  concerned  and  we  are  still  working  to  try  and 
stabilize  those  programs.  So  I  think  we  have  come  a  distance. 

I  welcome  visits,  if  any  of  you  are  in  that  part  of  the  world.  I  feel 
pretty  good  about  what  we  are  doing,  but  we  still  have  some  work 
to  do. 

Mr.  Callahan.  Charlie?  Well,  Charlie  asked  who  you  answer  to. 
Let's  play  like  she  answers  to  us  and  give  her  the  rest  of  the  day 
off. 

Ms.  Bellamy.  Actually,  I  should  have  answered  that  that  is  who 
I  do  answer  to.  Thank  you. 

Again,  if  any  Members  have  questions  they  would  like  answered, 
we  would  be  glad  to  respond. 

Mr.  Callahan.  Thank  you. 

[Questions  and  answers  for  the  record  follow:] 

Questions  for  the  Record  Submitted  by  Mr.  Porter 

China  and  Tibet 

Question.  I  would  be  very  interested  in  knowing  if  the  Peace  Corps  has  any  plans 
to  expand  your  program  in  China  and,  if  you  do,  do  you  envision  the  possibility  of 
putting  volunteers  in  Tibet? 

Answer.  Peace  Corps  began  a  pilot  program  in  China  in  1993  with  a  small  group 
of  English  teachers.  The  first  Volunteers  had  a  very  good  professional  and  cross-cul- 
tural experience.  Based  on  that,  we  have  decided  to  send  in  a  small  follow  on  group 
who  will  also  work  in  Sichuan  province.  However,  there  have  been  administrative 
problems  with  the  Chinese  governments,  so  I  am  still  reserving  judgment  on  the  fu- 
ture of  the  program. 

Armenia 

Question.  Could  you  tell  me  how  the  Armenia  programs  are  designed  and  targeted 
to  provide  Armenians  with  the  skills  they  will  need  to  transform  their  country  to 
a  democracy  with  an  economy  based  on  market  principles? 

Answer.  Armenia  requested  Volunteers  to  help  in  two  targeted  areas — English 
education  and  economic  development.  Like  many  other  countries  in  the  world,  Ar- 
menians see  Enghsh  language  proficiency  as  their  ticket  to  the  international  mar- 
ketplace. Armenia  suffers  fi^m  insufficient  educational  resources  and  a  shortage  of 
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properly  trained  English  teachers.  Volunteers  are  providing  classroom  instruction  in 
secondary  schools  and  training  teachers. 

Volunteers  assigned  to  the  economic  development  project  are  working  on  the  pri- 
vatization of  state  industries,  helping  fanners  develop  small  agro-business  and  co- 
operatives and  working  with  local  officials  on  the  design  and  implementation  of  com- 
mercial policies  appropriate  for  a  free  market. 

At  the  FY  1996  budget  request  level  of  $234  milUon,  we  plan  to  increase  the  aver- 
age number  of  Volunteers  in  Armenia  from  27  to  41. 


Question  for  the  Record  Submitted  by  Mr.  Torres 

LATIN  AMERICA 

Question.  I  would  appreciate  your  comments  on  the  value  of  your  programs  in  our 
own  Hemisphere.  Could  you  please  expand  on  the  focus  of  you  programs  in  Latin 
and  Central  America,  in  particular? 

Answer.  As  a  returned  Volunteer  who  served  in  Guatemala,  I  think  you  cannot 
overestimate  the  value  of  American  Peace  Corps  Volunteers  Uving  and  working  with 
the  people  of  Latin  and  Central  America,  learning  the  language,  creating  bonds  of 
friendship  between  our  countries,  and  returning  home  with  in-depth  knowledge  of 
the  tough  challenges  facing  the  majority  of  the  citizens  in  our  Hemisphere. 

The  1990s  have  been  a  period  of  careful  growth  for  Peace  Corps  in  this  part  of 
the  world.  Peace  Corps  has  re-entered  Bolivia,  Chile,  Uruguay,  Nicaragua,  Panama 
and  El  Salvador,  and  intends  to  estabUsh  programs  in  Guyana  and  Suriname  in  FY 
1995.  Some  1700  Volunteers  will  serve  in  the  region  in  FY  1995. 

The  spread  of  democratic  institutions  and  the  remarkable  potential  for  economic 
growth  in  the  region  give  Peace  Corps  the  opjwrtunity  to  make  its  most  effective 
contribution  yet  to  the  Hemisphere.  We  are  uniquely  situated  to  help  host  countries 
address  their  development  objectives  at  the  grassroots  level. 

We  have  Volunteers  assigned  to  agriculture,  education,  environmental  protection, 
health,  small  business  development  and  urban  development  projects  throughout  the 
region.  In  agriculture,  Volunteers  are  working  to  increase  food  production  and  fam- 
ily farm  incomes  and  reduce  malnutrition.  Education  Volunteers  are  teaching  Eng- 
lish, science  and  math  and  training  teachers  in  advanced  teaching  methods.  Protec- 
tion of  the  environment  is  of  particular  importance  in  the  Hemisphere,  so  we  have 
Volunteers  working  to  reduce  environmental  degradation,  increase  conservation  of 
valuable  land,  rain  forests  and  water  resources  and  support  environmental  edu- 
cation efforts.  Volunteers  assigned  to  health  programs  are  working  on  water  and 
sanitation  problems  and  maternal  and  child  health  issues.  In  the  small  business  de- 
velopment program,  Volunteers  are  providing  a  range  of  technical  assistance  to  indi- 
vidual entrepreneurs  and  organizations  that  provide  credit  and  training  to  small 
businesses.  Finally,  with  so  many  people  moving  from  rural  to  urban  areas.  Peace 
Corps  has  begun  to  focus  on  such  urban  development  concerns  as  housing  and  sani- 
tation. 

Looking  to  FY  96,  at  the  budget  request  level  of  $234  milUon,  we  would  be  able 
to  average  just  over  1800  Volunteers  in  our  Inter- American  countries. 
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